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Editorial Comment 


News of the passing of Austin Carr came to us 
Austin just as the November issue had left the press. - It 
Hope is too soon to assess properly the part which he 
Carr played in the advancement of the accounting 

profession in Canada but without doubt it was a 
very great part. The Dominion Association of Chartered 
Accountants was incorporated in 1902 but it was not until 
1930 that the office of the Secretary (later Secretary-Treas- 
urer) was placed on a full time basis. In that year Mr. Carr 
was appointed to the position. He was, therefore, the first 
permanent Secretary-Treasurer of the Association. His 
position was a dual one in that he was also Editor of THE 
CANADIAN CHARTERED ACCOUNTANT. 

As Secretary-Treasurer he was of the greatest assis- 
tance to the Executive in uniting the Provincial Institutes 
into a truly national organization. As Editor his influence 
was perhaps even greater because through the pages of 
the magazine he was able to reach an ever-growing mem- 
bership as well as a not inconsiderable group outside the 
profession. The high regard in which Tue CanapiIAN CHarR- 
TERED ACCOUNTANT stands, both in and out of the profession, 
may in no small measure be attributed to the energy and 
devotion which the late Mr. Carr brought to his work. 
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We shall all miss his editorial comments which for the 
most part were his own particular contribution. Through 
them he did much to bring about a better understanding 
of the services that a chartered accountant can render in 
the fields of business and finance to government, owner 
and management. On behalf of The Dominion Association 
of Chartered Accountants we extend to Mrs. Carr and the 
family our heart-felt sympathy in their bereavement. 


And now what of the future? The reluctance 
What of of the members to contribute to the pages 
the Future? of the magazine gives more concern to those 

responsible for its publication than anything 
else. “Admittedly some portion of each issue should be 
devoted to topics of general interest but the emphasis 
should be on matters pertaining to accounting.”* 


The Editorial Committee has taken the responsibility 
for the preparation of the present issue. Members of that 
Committee are, like the majority of our readers, engaged 
in public practice and there is, therefore, a limit to what 
they can accomplish unless the members at large express 
their support to the magazine in a more tangible form than 
has heretofore been the case. These remarks apply equally 
as well to the new editor when he is appointed. Whoever 
he may be he cannot be expected to create material and 
for many months he will not know where to seek it. 


The accounting profession has been perhaps 
Staff more than any other a young man’s profession. 
Training The loss of staff to the armed services has, 
therefore, been most serious and it has been 
necessary to fill the vacancies with women and with older 
men whose experience has been more along general busi- 
ness lines than public accounting. In many cases the usual 
educational facilities provided for students at accounts will 
not be available to these newcomers to the profession. The 
responsibility for the training of such new assistants will, 
therefore, fall almost entirely on the practising accountant. 
Messrs. Clarkson, Gordon, Dilworth and Nash in dealing 
with this problem as it affected their own firm, arranged 





1Annual report of the Magazine and Publications Committee 
dated 7th August 1942. 
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a series of six lectures, the first of which appears in this 
issue. The Editorial Committee is greatly indebted to this 
firm and takes this opportunity of expressing its apprecia- 
tion of the spirit displayed in making this material available 
to the profession as a whole. This new problem has also 
claimed the attention of practitioners in the United States 
and some of the ways in which the situation is being met 
are indicated in a short article by Mr. Robert D. Gracey on 
the subject of Staff Training, which appeared in The Jour- 
nal of Accountancy last month. This article is reproduced 
in this issue. 


We have been handed a copy of the Testimony 
The submitted last summer by Beardsley Ruml before 
Ruml the Finance Committee of the United States 
Plan Senate concerning the “Pay-As-You-Go” income 

tax plan. This is a plan which is offered as a 
solution of a serious national problem, the indebtedness of 
millions of citizens to their government because of the 
present practice of assessing and collecting the federal in- 
come tax. The plan which has already received attention 
in Canada, references thereto having appeared in Saturday 
Night and The Financial Post, should appeal particularly to 
the accountant, not, it must be added, because of its effect 
on his personal income, but because he can clearly see the 
difficulties that lie ahead in this matter of income tax 
collections. 

Before the war income tax rates were relatively low 
and the greater part of the people paid no income tax at 
all. The fact that the tax on income earned in January 
was not payable until April the following year was not 
particularly disturbing. Even if the income were spent 
there was usually a capital fund on which to draw. The 
position today is a very different matter. The rates are 
many times higher and thousands of wage earners have 
been added to the list of taxpayers. The government, con- 
cerned more perhaps about the immediate need for revenue 
than with difficulties of collection two or three years hence, 
extended the principle of “Collect-As-They-Earn” from the 
National Defence Tax to practically the whole tax liability. 
However, even now the 1942 taxes will not have been fully 
paid until next August. This means that the wage earner, 
who constitutes the most considerable body of taxpayers, 
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will meet two-thirds of the 1942 taxes out of 1943 income. 
Such taxpayers usually do not have a capital fund on which 
to draw and will be quite unable to set aside out of what 
remains of their 1948 earnings, after paying the balance 
of their 1942 income tax, the income tax for 1943. Even- 
tually there will be a balance owing which cannot and will 
not be paid and as always the thrifty will once more be 
at a disadvantage as compared with shiftless. Take the 
case of a married man with one child who earns $50 a week. 
After deduction of income tax there remains $41.25 a week 
and there may be other deductions. Let us assume if the 
war comes to an end in August of any year and our tax- 
payer loses his job, he will then owe on account of taxes 
approximately $58 in respect of the previous year and $205 
for the eight months of the current year, a total of $264 
or more than five weeks’ earnings and keep in mind that 
the items of rent and food are much more pressing claims 
on his income than taxes. True it is that such a person 
would have accumulated a credit balance with the govern- 
ment under the savings feature of the Income War Tax Act. 
Here again the thrifty person is penalized because part or 
all of the refundable portion of taxes paid will have been 
invested in life insurance and in his home and there may 
not be in such cases any offsetting credit to this final tax 
liability. A simple remedy would be to consider the 1942 
income tax fully met with the deductions from salary and 
wages in December 1942 and to consider the deductions 
throughout 1943 as applicable to the income tax for that 
year. This may appear to be in effect the forgiveness of 
a debt or the surrender of revenue by the government, but 
inasmuch as the government records its revenue on a cash 
basis it matters not whether the income tax deductions of 
1943 are accepted as payment of 1943 income tax or 1942 
income tax; the effect on the revenue account of the Domin- 
ion remains the same. 


We have spoken of the plan only as it affects individuals 
whose principal income is derived from salaries and wages. 
We admit that more complex situations develop in connec- 
tion with corporations, estates and individuals carrying on 
business. It is perhaps not so important that relief should 
be extended in these cases. Corporations and individuals 
carrying on business are accustomed to setting aside out 
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of profits the income and excess profits taxes payable there- 
on. The executors of estates likewise set aside income taxes 
before making distributions. No doubt there are other 
complications but it should be possible to work out a reason- 
able application of the Rum! plan to Canadian conditions. 
Certainly at some future date the government will be faced 
with the question of uncollectible taxes. We believe that 
the removal of all retroactive features from income tax 
legislation would be a distinct contribution towards post- 
war rehabilitation. 
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INVENTORY RESERVES AND EXCESS PROFITS TAX 
By Frank S. Capon, Chartered Accountant, 
Montreal, P.Q. 


ANADA’S industrial structure is now geared completely 

to a wartime economy, and practically all manufacturing 
units, whether large or small, are operating at capacity. 
Production reaches new records every month and, despite 
growing shortages, inventories are being maintained at 
levels far in excess of the normal pre-war position. The 
market price of almost every commodity has increased sub- 
stantially during the past three years, with the result that 
net income for current financial periods, calculated on the 
basis of inventories valued at cost or market, must in- 
evitably include a considerable amount of unrealized book 
profits tied up in inflated inventories. There is the constant 
danger that at any time rapid military developments may 
bring about a sudden collapse in the present commodity 
markets, and that the book profit tied up in inventories 
will then be converted overnight into a realized loss. 

With taxes rising to unprecedented levels following the 
outbreak of war, industry was faced with the probability 
of paying out maximum taxes on book profits that would 
subsequently be converted into losses—and, at the time 
these losses would be suffered, taxable income would be so 
low that it would not be possible to recover the maximum 
taxes already paid out on the book profits. Recognizing 
this situation, which could have had a disastrous effect on 
the nation’s industrial structure, the government made 
provision for the allowance of inventory reserves as a de- 
duction from profits subject to the maximum excess profits 
tax rate. Although the present allowance is believed to be 
inadequate, every advantage should probably be taken of it 
pending further revisions, but in addition it may be neces- 
sary for companies to make additional provisions out of 
taxed income in order to avoid jeopardizing their financial 
positions in the post-war period. 

Pre-War and Current Tax Policy 

Before considering the inventory provisions now con- 
tained in The Excess Profits Tax Act, it is necessary to re- 
view briefly the policy followed by the Income Tax Division 
over a number of years, and also the new policy that has 
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had to be developed under wartime tax conditions. Gener- 
ally speaking, expenses allowed as a charge against taxable 
income are only those “wholly, exclusively and necessarily 
laid out for the purpose of earning the income,” plus re- 
serves for depreciation and depletion, which represent that 
portion of the useful life of capital assets that is deemed 
to be expended to earn the income of the period even though 
there may be no cash outlay. 

The Income Tax Division has consistently resisted all 
pressure to allow the deduction of inventory reserves or 
contingency and other reserves set aside against possible 
or probable future losses that cannot be accurately deter- 
mined at the time of closing the accounts. The losses that 
would subsequently be incurred would be either greater or 
less than reserves based on estimates (in fact losses might 
never be incurred), so that the reluctance of the tax auth- 
orities to allow such reserves has been justified, even though 
they may be established in accordance with sound account- 
ing principles. In refusing to allow any taxpayer to deduct 
such reserves, the authorities have avoided discrimination, 
and in normal times no real hardship had been suffered by 
industry. In fact, the trend of tax rates has been upward 
over a period of years, and losses have probably been al- 
lowed at tax rates higher than those in effect at the time 
the reserves would have been set aside. 


Following the outbreak of war, and the announcement 
of the policy of appropriating by way of an excess profits 
tax the greater part of any profits earned above the pre- 
war level, the tax authorities were obliged to review their 
pre-war regulations regarding reserves for probable future 
losses or expenses. Rapid increases in production and com- 
modity price levels were foreseen, which would undoubtedly 
result in abnormally heavy wear and tear on capital assets 
during the war, and in inventory losses in the immediate 
post-war period due to a sudden curtailment in demand and 
to a parallel drop in market prices. At that time companies 
would probably be subject to lower tax rates, or would be 
suffering losses and would thus be unable to recover the 
high taxes paid on book profits that should have been 
charged with the losses subsequently incurred. 

The government therefore introduced for the first time 
a provision allowing as a deduction from excess profits tax- 
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able income limited reserves against possible future losses 
in inventory values, at the same time publishing a regula- 
tion granting accelerated rates of depreciation on machinery 
and equipment being operated for two or three times the 
normal number of working hours. 

The keynote of the wartime tax legislation, dictated 
in no small degree by political pressure, is the aim of con- 
fiscating during the war all profits in excess of the normal 
peacetime level, and of allowing companies a refund of part 
of these taxes after the war in order to avoid eliminating 
the profit incentive for efficiency and economy. The recog- 
nition of the danger of taxing book inventory profits at 
the maximum rates was therefore offset to some extent 
by the necessity for enforcing Parliament’s order that all 
wartime excess profits should be paid into the Treasury, 
as well as by the Income Tax Division’s natural distrust 
of reserves against probable or contingent losses. The 
regulations issued under the inventory reserve provision 
of the Act, which are discussed below, have therefore been 
drafted in such a way that the reserves allowed are quite 
inadequate when judged by economic or accounting stand- 
ards, so that the danger recognized by both government 
and industry has been only partially guarded against. 

Present Inventory Reserve Provisions 

Section 6 (i) (b) of The Excess Profits Tax Act gives the 
Minister discretion to allow companies to deduct from tax- 
able income a reserve against possible future losses in in- 
ventory values, based on a “normal quantity of stock in 
trade necessary for the business as indicated by the quan- 
tities on hand during the standard period;” and limited to 
an increase in inventory prices above the immediate pre- 
war level. It goes on to state that “any reduction in such 
reserve shall for purposes of taxation under this Act be 
added to the profits of the year in which reduction takes 
place ....” The net effect of this provision is to allow 
the losses at the time the inventory is acquired instead of 
when the loss is actually realized. 

It is the responsibility of the Income Tax Division to 
administer the Income and Excess Profits Tax Acts in such 
a manner that the maximum revenue is obtained by the 
government. Regulations were accordingly issued outlin- 
ing the approved method of computing inventory reserves 
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for excess profits tax purposes, based on the principle that 
profits earned on normal commercial business in excess of 
the pre-war rate, together with the greater part of all 
profits earned on direct war business, were to revert to 
the Crown. 


“Normal” inventories were accordingly defined as in- 
cluding only materials of a type used in the normal com- 
mercial operations of a company during the “standard” 
period, and to exclude stocks of materials and supplies 
acquired to fulfil direct or indirect war orders of a type 
not normally undertaken by the company. Possible losses 
on inventories acquired for direct war orders could pre- 
sumably be covered in contracts when companies are acting 
as contractors for the Department of Munitions and Supply, 
but the great bulk of Canada’s wartime industrial output 
is not covered by such contracts, and companies sell the 
products at fixed prices, paying heavy taxes on any profits, 
and taking the risk of suffering material losses if the 
demand for the special type of goods should suddenly cease. 
Obviously, the need for reserving against losses on these 
special types of inventories is far greater than for reserving 
against losses on materials used in the company’s commer- 
cial products, yet the only course open is to set aside such 
reserves out of that portion of total profits that remains 
to the company after deducting taxes at wartime rates. 

The Tax Division’s answer to this objection is not il- 
logical. At maximum tax rates, the people of Canada would 
be paying for reserves on wartime inventories while the 
companies are earning the profits. The allowance of such 
reserves would encourage speculation on this type of in- 
ventory since the risk would have been eliminated, and 
furthermore the profits on this business are war profits 
which are to be taxed at the highest rates. It is believed 
that industry generally has realized that any actions in- 
imical to the country’s interests will be costly in the post- 
war era of investigations and recriminations, and the pos- 
sibility of speculation in war material inventories appears 
to be small. However, increasing shortages of materials 
will keep inventories at minimum levels. It appears, there- 
fore, that some further consideration should be given to 
the allowance of reserves against materials of a type not 
required for commercial production. 
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The next decision was of even greater importance—that 
“normal quantities of stock in trade . .. as indicated by 
the quantities on hand during the standard period” ac- 
tually mean the annual average quantity of each separate 
inventory item on hand during the period 1936-1939, with- 
out having any regard for the level of production in either 
the standard period or the taxation year. Strong represen- 
tations were made against this decision on the grounds 
that at least two years of the standard period were sub- 
normal, that the growth of most healthy companies showed 
a continued upward trend, and that inventories in 1940 
and subsequent years could normally be expected to be 
higher than in the standard period. The justice of these 
claims was readily admitted by the authorities, and a re- 
vised regulation was issued allowing an increase in the 
average quantities of stock on hand during the standard 
period, based on the normal growth that would have been 
experienced if there had been no war. (It is reported that 
some tax assessors will not consider any increase of more 
than 10% over the average for the standard period, regard- 
less of the normal growth anticipated.) If quantities on 
hand are lower than in the standard period, these smaller 
quantities must be used. 

This method of computing the allowance is also quite in- 
adequate to cover losses that may actually be incurred. The 
level of production in wartime has far exceeded any possible 
normal growth that could have been experienced, and sound 
businéss principles dictate that raw materials and supplies 
on hand or on order should at all times maintain a reason- 
ably steady ratio to production and delivery schedules. 
Quantities of materials on hand and on order are in gen- 
eral infinitely greater than in the pre-war period, thus 
multiplying the potential inventory losses to be realized 
when prices drop. Here again the Income Tax Division has 
adopted the arguments that the increased inventories of 
commercial materials represent war business, and that the 
Treasury cannot take the inventory loss risk on such busi- 
ness, the entire profits of which should be taxed at top 
rates. 

To sum up, reserves allowed by the Income Tax Division 
are computed by applying to the average quantities of in- 
dividual materials actually on hand during the standard 


386 











INVENTORY RESERVES AND EXCESS PROFITS TAX 


period (or quantities actually on hand in the taxation year, 
if these are lower), adjusted by a factor not greater than 
10% for normal growth in commercial business, the in- 
crease in on-hand values since August 1939. Such a reserve 
is inadequate because: 

(1) Quantities of materials on hand are required to be 
far greater than this adjusted average, due to the 
peak volume of wartime operations; 

(2) No reserve is allowed against materials required 
to fulfil direct or indirect war orders not within the 
company’s normal commercial business ; 

(3) No reserve is allowed to companies taxable at the 
minimum 40% rate. 

Another serious objection to the present reserve provision 
is that the amount allowed must be computed on the basis 
of specific inventory items, and quantities of each must 
first be listed by years from 1936 to 1939 in order to arrive 
at the average. This reserve must then be proven each 
year on the basis of the same commodities, having regard 
also to changes in price during the year. In all but the 
smallest companies, this entails a tremendous amount of 
clerical effort each year, even though there may be no 
change in the reserve. The Income Tax Division has re- 
fused to allow the percentage of reserve computed on a 
sample of the inventory to be applied to the total, and it 
is acknowledged that such an arbitrary computation may 
be a long way out. At a time when $100,000 added back to 
estimated taxable income may mean $100,000 in govern- 
ment revenue, the assessors have a very strong profit in- 
centive to reduce the reserves to a minimum and to double- 
check each deduction. 

One further factor to be taken into account is that, 
though very substantial reserves may be allowed at the 
top tax rate under the present Act, it is quite possible that 
losses may be low or may never be incurred. In this case, 
the amount previously allowed will be added back to tax- 
able income, but it is quite possible that the company will 
be taxable at the minimum rate at that time. In other 
words, such a company would realize a tax saving of 40% 
of the reserve allowed without suffering any loss at all. 
This is a situation that is almost certain to happen in a 
great many instances, unless a specific amendment is put 
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through to prevent it, and the Income Tax Division is there- 
fore fully justified in keeping allowable reserves to an ab- 
solute minimum for this reason at least. Only by safe- 
guarding the government against the danger of commodity 
speculation by individuals at the expense of the Treasury, 
and by overcoming the confirmed suspicion of the Income 
Tax Division for contingent and other reserves for unas- 
certained losses, can industry hope to receive a more gen- 
erous treatment under the present high tax rates. 


Alternative Method of Accounting for Inventory Losses 


There is an alternative method of accounting for inven- 
tory losses for taxation purposes which does not appear to 
have received any consideration, but which actually over- 
comes most, if not all, of the objections to the present pro- 
cedure. The greatest stumbling block at present is that an 
arbitrary reserve computed according to formula will never 
be exactly equal to the loss subsequently suffered, and the 
Income Tax Division must therefore keep such reserve to 
the lowest possible level in order to minimize the chance of 
companies realizing substantial tax profits. 


The answer to this point is obviously that only actual 
losses should be allowed as a deduction from taxable in- 
come, as in the pre-war years. These losses must, how- 
ever, be allowed at the rate in effect when they were in- 
curred, instead of when they were realized, since under 
the present “minimum and maximum” excess profits tax 
set-up the tax rates suffered by any one company may 
fluctuate violently, and furthermore there may be no tax- 
able income at the time the loss is realized. (For the 
purposes of this summary, an inventory loss is deemed to 
have been realized when the market price drops below on- 
hand value, but to have been incurred when the materials 
on which the loss is realized were originally purchased.) 


The alternative plan, therefore, is firstly to repeal the 
present inventory reserve provision in The Excess Profits 
Tax Act, and to revert to the pre-war tax treatment of such 
reserves. Income and excess profits taxes would then be 
calculated and remitted before making any adjustments to 
inventory values, regardless of the danger of possible losses 
at some indeterminate future date. This first step would 
be welcomed by the Income Tax Division as it would pro- 


388 








INVENTORY RESERVES AND EXCESS PROFITS TAX 


duce greater revenues and eliminate the work of assessors 
in checking reserves each year, at the same time simplifying 
the administration of the Act, while industry would also 
benefit through saving the very considerable clerical effort 
that is necessary to compute the reserve at the end of each 
fiscal period. Industry would lose an advantage that it now 
obtains through withholding tax on the reserve claimed— 
such tax withheld can be used to aid in financing current 
business at a time when working capital is stretched to 
the limit. It is, however, felt that industry has no grounds 
for claiming that the Treasury should refund such taxes 
until losses have actually been suffered, and financing of 
current business should be effected through orthodox chan- 
nels rather than through a withholding of public funds, no 
matter how convenient the latter course may appear. 

The second part of the alternative plan is to re-open 
tax assessments at the time inventory losses are actually 
suffered, in order to deduct the appropriate amounts from 
taxable income in the periods in which the losses were in- 
curred—that is to say, the periods when the inventories 
in question were purchased. There are several obvious 
objections to this proposal, but it is thought that they are 
not nearly so important as the objections to the procedure 
at present in force. From industry’s viewpoint, there would 
be a large amount of clerical work needed to ascertain 
the date of purchase and purchase prices of materials on 
hand at any given date, but this work should certainly not 
be greater than that saved as a result of eliminating the 
present annual computation of the reserve by individual 
materials. The first-in, first-out basis would probably have 
to be employed. There would also be the difficulty of de- 
termining at what date the loss should be computed and at 
what point in the break in the market the line should be 
drawn. It would obviously be impracticable to allow com- 
panies to hold assessments open indefinitely so long as they 
had materials on hand that were acquired prior to the 
market break, and it is suggested that the limitation at 
present included in the Act (that the reserve must be 
cleaned up within one year following the repeal of The 
Excess Profits Tax Act) could be applied in this instance. 
This is, however, an administrative point that could be 
worked out. 
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This suggested procedure would enable all companies 
to charge inventory losses against the high wartime profits, 
including those companies that are now taxable at the 
minimum 40% combined rate. It would enable all com- 
panies to claim the full amount of any loss at the tax rate 
in effect when the inventory was acquired, thus avoiding 
the present risk of suffering losses far in excess of allow- 
able reserves. It would also allow companies to recover 
losses on the total inventories, and not only on that part 
equal to the average quantities on hand during the standard 
period. At the same time, the government would collect 
substantially greater revenues in wartime and would allow 
only actual losses as charges against taxable income, thus 
being able to revert to the pre-war tax policy of disallowing 
all contingent reserves. 

In the absence of any amendment to the present pro- 
visions of the Act, it appears that all companies should 
take full advantage of the reserve now allowed, as the 
present top tax rate leaves little income out of which to 
cover the inventory losses that are about certain to be 
suffered at some future date. 


THE PRESENTATION OF FIXED ASSETS AND THEIR 
RESERVES FOR DEPRECIATION IN VIEW OF THE 
PREVAILING RATES OF TAXATION 


By H. L. Bennett, Chartered Accountant, 
Toronto 


7 present high rates of taxation under the Income War 
Tax Act and The Excess Profits Tax Act, and the special 
provisions thereunder in respect to depreciation on fixed 
assets, create new situations which should not be overlooked 
in the presentation of these assets and their reserves in 
the balance sheet. 


There are a number of companies whose reserves for 
depreciation on fixed assets are out of line with the reserves 
set up by the Income Tax Division of the Department of 
National Revenue. This is due in a good many cases to de- 
pression years when some companies did not provide for 
depreciation in their accounts. The Income Tax Division, 
however, set up depreciation in their records at 50% of 
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the maximum rates allowed by the Minister of National 
Revenue and previously claimed by these companies. Prior 
to the increase in the rates of taxation this was not a ma- 
terial factor. It was sufficient for the auditor to state the 
basis on which the assets were valued and to determine 
that the reserves for depreciation were sufficient to provide 
for wear and tear, obsolescence, etc. 


Today any material amount written off for depreciation 
by the Income Tax Division in excess of the amount set up 
by the company in its books, represents a loss to the com- 
pany either by way of decreased earnings in the subsequent 
years available for dividends or as an ultimate capital loss. 
For instance a company may have fixed assets purchased 
at a cost of $200,000, and reserves for depreciation set up 
in its books of $150,000, but the reserve set up by the 
Income Tax Division may be $180,000. The net value of 
the assets of the company may well be $50,000 or even 
more. The value for tax purposes, however, is only $20,000 
—that is to say, the Income Tax Division will allow only 
$20,000 to be charged against the expenses of future oper- 
ation in calculating the taxable profits of the company. 
Therefore under the present rates of taxation a large portion 
of the remaining $30,000 will be lost to the company. Most 
likely it will ultimately be paid to the government by way 
of taxes. The above situation, of course, does not apply 
when the net book value is realized through a fire or by 
direct sale of the fixed assets. 

There are also a number of companies whose fixed assets 
are set up in their books at values in excess of the amount 
recognized by the Income Tax Division as the base cost of 
the fixed assets for the purpose of determining the allow- 
ances for depreciation. These are mostly companies that 
have been reorganized and the assets set up in the books 
at appraisal values or some other basis than the original 
cost. Such companies are in a similar situation to those 
whose reserves for depreciation are less than the amount 
charged off by the Income Tax Division. 

These conditions have a direct effect upon the future 
earnings of the company available for dividends. Share- 
holders and prospective purchasers of stocks in companies 
are entitled to sufficient information to enable them to 
gauge the position of the company in respect to the amount 
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of depreciation which can be charged against future opera- 
tions for income tax purposes. It is therefore suggested 
that additional information be set forth on the balance 
sheet of all companies to indicate the standing of the fixed 
assets in respect to depreciation available in future years. 
This can be done in most cases by inserting a notation sim- 
ilar to the following along side the assets, 

“Depreciation available for income tax purposes, $....... 


GLIMPSES OF CURRENT ACCOUNTING LITERATURE 


A Summary Prepared by John Douglas Campbell, 
Chartered Accountant 
BULLETINS 
(1) Accounting 

Accounting Research—Bulletin No. 15 “The Renegotia- 
tion of War Contracts” was issued in September 1942 by 
the American Institute of Accountants. Although the ques- 
tion of renegotiation arising from the Sixth Supplemental 
National Defense Appropriation Act 1942 (U.S.) is essen- 
tially American in character the statement of opinion by 
the American Institute of Accountants covering the problem 
will no doubt be of interest to Canadian accountants. 

“In the financial statements of contractors or subcon- 
tractors who are subject to the provisions of the War 
Profits Control Act indication should be given of the pos- 
sibility of renegotiation thereunder of government contracts 
or subcontracts. In some cases a reserve shown as a de- 
duction in the income account may be desirable, but prob- 
ably in most cases, particularly at the present stage, a 
footnote to the financial statements will accomplish the 
purpose of disclosure.” 

(2) Cost Accounting 

Cost Control—Bulletin Number 3, Volume XXIV, Ist 
October 1942, published by the National Association of Cost 
Accountants (385 Madison Avenue, New York City) pre- 
sents a case study by Herman C. Heiser in an article “The 
Application of Standard Costs to An Operating Budget” 
illustrating the manner in which standard costs may be 
co-ordinated with variable budgets. 

A brief description of the can manufacturing industry 


392 















GLIMPSES OF CURRENT ACCOUNTING LITERATURE 


is first presented as a background for a discussion of the 
operating budget which the company prepares. In discus- 
sing the operating budget it is pointed out that “our bud- 
gets and our cost standards are one and the same thing— 
and as we compare our actual operations with our standards 
we are comparing them also with our budget.” 

In outlining the preparation of the cost standards it is 
clearly pointed out “that the success of an operating budget 
cannot be assured unless the standards are kept current.” 
Master standards are first established for labour, material 
and overhead from which subsidiary standards are pre- 
pared. Representative exhibits are presented in the article 
covering both types of standards as applied to the can manu- 
facturing industry. 

Actual costs are brought into comparison with the bud- 
get or standard costs on the departmental budget report. 
Variances are computed and segregated as between price 
and efficiency. These variances form the essential basis of 
the cost control exercised through the use of the budget 
figures. “Standards should be established so as to create 
variances which can be used for management to determine 
the causes for operating inefficiencies and such variances 
should be isolated so that they are not made useless by the 
inclusion of several contributing factors.” 


ARTICLES 
(1) Renegotiation of Contracts 


Roscoe Seybold in an article “The Dangers and Inequi- 
ties of Contract Renegotiation” published in the October 
1942 issue of The Controller (1 East 42nd Street, New York 
City) discusses the recent United States legislation cover- 
ing the problem of renegotiation of government contracts. 

The effect of the legislation from the standpoint of the 
average corporation is covered with special stress on the 
effect of the period of indeterminate liability of the com- 
pany upon the company’s policies in respect to credit, divi- 
dends, and expansion. In discussing the question of in- 
equities the failure in the legislation to provide a standard 
of measurement is pointed out as leaving room for dis- 
crimination. 

“The return of excess profits to the government can be 
accomplished more equitably and more efficiently by means 
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of a properly developed tax program than through the ad- 
ministration of legislation such as Public Act 528.” 


(2) Governmental Accounting 


Fladger F. Tannery in an article “Problems Relating to 
Governmental Accounting” published in the October 1942 
issue of The Journal of Accountancy (13 East 41st Street, 
New York City) discusses certain of the basic problems 
which are encountered in the field of governmental account- 
ing pointing out that their mastery is essential to an under- 
standing of governmental reports either by the accountant 
or the layman. 


The primary problem discussed covers the question of 
fund statements in which special stress is laid upon the 
necessity in fund accounting “that the transactions of each 
fund must be accounted for separately.” This requirement 
presents a problem as the number of funds in existence 
increases. “The array of funds found today in govern- 
mental units is perhaps the greatest single obstacle in the 
path of financial planning and economy of government.” 


The second problem discussed covers the bases of ac- 
counting for revenue and expenditure. The three bases in 
actual use (cash, accrual and modified accrual) are each 
outlined and the final conclusion stated that “because most 
practitioners admit that it is not necessary to carry the 
accrual system into governmental accounting to the same 
extent that it is carried in commercial accounting literature 
and practice, it seems that the term modified accrual basis 
is more descriptive of the procedure needed in governmental 
accounting.” The modified accrual basis referred to takes 
into account revenues when realized in cash and reflects 
the expenditures when the liabilities therefor are incurred 
regardless of when the liabilities are liquidated by cash 
disbursements. 

Additional problems considered cover the fields of bud- 
getary estimates, unused appropriations and outstanding 
encumbrances. An outline of accounts is presented by 
means of which encumbrances and appropriations are in- 
corporated in the general accounts in such a way that their 
identity is maintained and comparisons may be made readily 
with the actual revenues and expenditures. 
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(3) Advance Payments 


The October 1942 issue of The Controller carries a report 
of the Committee on Technical Information and Research 
entitled “Balance Sheet Treatment of Cash Deposits Re- 
ceived with Orders.” The report takes the form of a series 
of opinions expressed on the question. Conclusions are left 
to the reader to form for himself. One of the principal 
points discussed is the treatment of advance payments. 
Several alternatives are indicated (a) as a liability, (b) as 
a contingent reserve, (c) as a deduction from inventory, 
(d) as a footnote and (e) as a combination of deduction 
from inventory and current liability. 

(4) Staff Training 

Robert D. Gracey in an article “Staff Training” pre- 
sented in the October 1942 issue of The Journal of Accoun- 
tancy suggests a partial solution to the present manpower 
shortage problem in a suggested staff training program 
designed to increase the efficiency of a firm’s present per- 
sonnel. 

In emphasizing the increasing difficulty experienced in 
maintaining accounting staffs due to the present demands 
of the armed forces three potential sources of new em- 
ployees are covered, namely women, draft exempt young 
men and accountants who have passed the retirement age. 

The outline presented of ways and means of implement- 
ing staff training programs covers a wide variety of sug- 
gestions such as the use of periodic bulletins, lectures, crit- 
ical reviews, staff conferences, case studies and reviews of 
current business changes. There are “positive advantages 
gained by all concerned from carefully planned lectures 
and group discussions in the firm’s offices, either as prepara- 
tory to or as supplementing what we are accustomed to 
call experience on the staff.” 


(5) Determination of Unknown Factors 
W. B. Castenholtz in an article “Why Not ‘Attrition?’ ” 
published in the October 1942 issue of the The Journal of 
Accountancy illustrates how the principle of “attrition” may 
be applied in solving problems involving several unknowns. 
The process of “attrition” consists of a rubbing off of 
excesses until such a point is reached where the amounts 
involved are insignificant. When this point is reached the 
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unknowns are determined. The procedure is clearly illus- 
trated in the solutions which are presented to two problems 
each involving several unknowns. 

The method will be found useful in the calculation of 
management compensation based on profits after providing 
for income and excess profits taxes and other like calcula- 
tions. 










(6) Availability of Surplus 


Accounting Series Release No. 35, dated 3rd September 
1942, of the Securities and Exchange Commission (U.S.) 
reproduced in the October 1942 issue of the The Journal of 
Accountancy deals with the question of the necessary dis- 
closure to be given to certain types of provisions and con- 
ditions which limit the availability of surplus for dividend 
purposes. 

Specific conditions are outlined under which disclosure 
must be made followed by the opinion that “minimum dis- 
closure, in my opinion, would consist of a description of the 
restriction indicating briefly its source, its pertinent pro- 
visions, and where appropriate and determinable the 
amount of the surplus so restricted. Such disclosure should 
be made either in a note to the balance sheet or in an ap- 
propriate place in the surplus section of the balance sheet.” 


BOOK REVIEW 


Year Book of the National Association of Cost Accountants 
(385 Madison Avenue, New York City, 1942, cloth, 214 
pages). 

The 1942 year book “Industrial Accounting in a War 
Economy” published by the National Association of Cost 
Accountants covers the proceedings of the Twenty-Third 
International Conference which was held in Chicago in June 
1942. 

The conference being the first one held in wartime was 
devoted exclusively to cost problems which have arisen in 
meeting the demands for war production to date. Problems 
facing industry in conversion to war production, in the 
handling of war production, in the financing of war con- 
tracts and fiscal arrangements with the government and 
the financial problems arising from the necessarily heavy 
tax burden were covered. 
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The topics discussed at the first session “Wartime Prob- 
lems and Responsibilities” were designed primarily as an 
adequate background against which the problems of the 
later sessions could be discussed. Harry E. Howell opened 
the first session with a paper “Wartime Responsibilities of 
the Industrial Accountant” in which the specific problems 
facing the cost accountant are outlined under the headings 
of cost estimation, conservation of financial position and 
valuation. The second paper “Prices, Costs and Inflation” 
by John C. Weigel presents an over all economic picture of 
the United States war economy with special emphasis on 
the question of inflation. In discussing the steps which 
are being taken to meet this menace the cost accountant’s 
responsibility as cost warden is stressed particularly in the 
application of the principle of lower costs. 

The second session was devoted wholly to specialized 
problems connected with the topic of wartime inventories. 
In discussing the inventory problem in general, material 
control is considered both from the standpoint of the econ- 
omy as a whole as well as from the standpoint of the 
individual company. This was followed by a final discus- 
sion of the problem of inventory valuation in a war economy. 


In discussing the question of inventory control from 
the standpoint of the individual concern special stress was 
laid upon the perpetual inventory mechanism as a means 
of control adapted to wartime conditions especially where 
the demand for continuous production makes physical in- 
ventorying impossille. The problem of inventory valua- 
tion in a war economy was covered by an analysis of the 
broad basic principles underlying inventory valuation fol- 
lowed by an analysis of the special cost problems created 
in a war economy and the attached inventory valuation 
problems. Special attention was directed to the problem of 
price inflation and the special accounting inventory valua- 
tion devices which may be used to eliminate this aspect. 

The third session was confined to the question of “‘Ac- 
counting Problems arising from War Contracts.” The prob- 
lems were discussed from the standpoint of the government 
as to government accounting requirements and the in- 
dividual industry as to industrial accounting problems. 

Maurice E. Peloubet in referring to the government ac- 
counting requirements pointed out that government con- 
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tracts are drafted primarily with the aim in mind of 
protecting the contractor against changes in factors over 
which the contractor has neither control nor the possibility 
of knowledge. The major portion of the talk was devoted 
to a discussion of the government’s viewpoint on the vital 
questions of What is a reasonable rate of profit?, What 
are excessive costs? and outlining the steps which are taken 
by the government in the way of auditing and cost inves- 
tigations in determining that such viewpoints incorporated 
in the government contracts are put into effect. In covering 
the problem of costs for government contract purposes the 
significance of actual costs was stressed in which it was 
pointed out that “no attempt can or should be made to 
relate costs under government contracts to costs as allowed 
for tax purposes.” 

Roscoe Seybold in covering the question “War Contracts 
Industrial Accounting Problems” first presented a back- 
ground of the industrial problems which have arisen due to 
the speeding up of production made necessary to meet 
the demands of the revolutionized fighting methods. This 
was followed by an outline of the major problems both 
financial and management which have arisen out of this 
background and discussions on the steps which have been 
taken in meeting such problems to date in our wartime 
industrial economy. The problems of conversion to war 
production, facility contracts, supplies contracts, escalator 
clauses, subcontracting, acceleration costs, control of inven- 
tories, priorities, advance payments, renegotiation, reserves 
and allowable costs are some of the more important prob- 
lems which were discussed. 

Session four dealing with “Wartime Cost Problems” was 
specialized in nature being confined to discussions of the 
specialized problems of subcontracting, depreciation and 
amortisation and abnormal costs. This was followed by a 
panel discussion on various problems which had previously 
been submitted by the members covering a variety of topics. 

The final session dealt with the question of “Taxes and 
Post-War Problems.” The paper on “Interrelation of Taxes- 
Costs-Profits” presented by William J. Casey has been re- 
viewed at page 265 of the October 1942 issue of Tue 
CANADIAN CHARTERED ACCOUNTANT. é 

In discussing the “Post-War Accounting Problems” 
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James L. Dohr outlined the major problems which must 
be faced by industry as a whole in the post-war period 
pointing out that our collective responsibility is “to devote 
all of our energies to winning the war, and that so far as 
we can do so without interfering with the war effort, we 
must plan for life in the post-war period.” 


STAFF TRAINING* 
By Robert D. Gracey, New York 


Emphasizing the increasing difficulty experienced by many public 
accounting firms in maintaining adequate staffs, due primarily to de- 
mands of the armed forces and the war industries, this article sug- 
gests two types of new employees which may still be available. It 
also proposes, as a partial solution of the man-power shortage, a staff- 
training program designed to increase the efficiency of the firm’s 
present personnel. The author, who has been engaged in public ac- 
counting for the past 29 years, is personnel manager of Price, Water- 
house & Co., New York, and in charge of the educational program of 
that firm. He is also a member of the Columbia University faculty, 
and chairman of the University’s third accounting institute, in 1941. 


TAFF TRAINING was probably never more necessary, 

and at the same time more difficult to accomplish, than 
it is today. Throughout the entire country the accounting 
profession is facing an extremely busy year-end season with 
only a fraction of the usual supply of competent temporary 
assistants upon which to draw. This situation would be 
serious enough in itself, but, as every practitioner must be 
aware, it is made even more critical by the fact that thor- 
oughly trained permanent staff members of all grades are 
daily leaving their respective firms to join the armed forces 
or to accept momentarily tempting offers from concerns 
engaged in wartime production. 

A discussion on staff training can be of little interest 
if there is no staff available to train. Before offering sug- 
gestions as to training it may therefore be well to make a 
few remarks regarding the personnel situation. An active 
committee of the American Institute of Accountants has 
for months past been in close touch with government agen- 
cies in Washington and elsewhere in an endeavour to bring 
selective service officials to realize the serious situation 


*Mr. Gracey’s article on Staff Training was published in the 
October 1942 issue of The Journal of Accountancy and is reproduced 
here with the kind permission of the Editor of that magazine. 
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which has been created by the induction of trained public 
accountants. So far these efforts have met with only lim- 
ited success, and it is almost a daily occurrence for the 
larger firms to have staff members resign to report to camp. 
However, there are still possible groups from which at least 
some new assistants may yet be obtained—men who in prev- 
ious years most of us would have thought to be over age; 
draft-exempt young men who are now employed but who 
are glad of the opportunity which the present situation 
affords them to secure public accounting experience; and 
young women. 

Up to a few months ago the prevailing idea was that 
women were not suited for public accounting. But force 
of circumstances has caused firms in the East to give the 
lady folk a fair chance to demonstrate what they can do 
to overcome the long-standing prejudice against their en- 
try into the profession. 

Then, too, there has heretofore been a hesitancy on the 
part of some of the leading firms to engage men over fifty 
for temporary work during the busy season. But most 
clients are well aware that times are abnormal for account- 
ants as well as for themselves, and that latitude must be 
given us in meeting today’s unusual staff problems in un- 
usual ways. Experiments on a larger scale than we would 
previously have ventured to attempt may therefore be made 
with assurance that, generally speaking, radical departures 
from established policies will be received sympathetically. 

Now, about the training of these young women who 
may have had little or no training in auditing and of the 
men who, while having excellent back-grounds, have them 
too far back to be useful without a brush-up course. The 
idea occurred to the dean of one of New York’s leading uni- 
versities several weeks ago that his institution should offer 
its facilities to the local accounting firms in case they should 
be interested in having an intensive course in auditing 
conducted for women or older men, or both. A luncheon 
was arranged for presentation of the proposal. About 
a dozen firms were represented. 

The proposition was that each firm should undertake 
to sponsor two or three students, thereby ensuring reim- 
bursement of the university’s bare costs. Only one firm 
showed definite interest and the plan fell through. Shortly 


400 










STAFF TRAINING 


afterward, however, arrangements were made to have the 
university co-operate in designing and conducting a special 
day-time course on behalf of this one firm, and to date 
there is every reason to expect that the results of the in- 
tensive program which is now under way will be highly 
satisfactory. No attempt is being made to teach in several 
weeks what is usually spread over as many years. On the 
contrary, the lecture, discussion, and practice periods con- 
fine themselves seriatim to a few of the more voluminous 
balance-sheet items such as cash and accounts receivable, 
each of which is dealt with exhaustively from an auditing 
standpoint. The younger members of this class—and 
certainly the more ambitious ones—will undoubtedly follow 
up this intensive course by one of the usual: courses in 
preparation for the New York C.P.A. examinations. 

Chiefly for the sake of younger accountants who are 
already professionally employed and that of any students 
who may be planning to enter the profession in the near 
future, it may be of interest to mention that in contrast 
to the apprenticeship scheme which has long been followed 
in the British Isles, it has been usual in this country for 
juniors to enter the professional ranks at various ages, with 
a minimum or a substantial amount of technical training 
—or somewhere in between—and with varying degrees of 
general business or private accounting experience. For 
instance: 

Some firms have engaged most of their juniors to start 
work immediately upon graduation from college. (Gen- 
erally speaking, students who have distinguished them- 
selves in subjects related to accounting are given 
preference.) 

Some have made a point of getting high-school graduates 
to whom they give positions in a report department or 
some other internal department before sending them out 
as juniors on the accounting staff. 

Some have preferred to engage juniors (and even seniors) 
who have had public accounting experience with other 
professional firms. 

Others have felt that a fair proportion of their staff mem- 
bers may be secured from among applicants who 
(although possibly somewhat lacking as to both technical 
education and public accounting experience) have had 
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several years of fairly broad accounting or cost experi- 
ence with industrial concerns. 


Forces have been steadily at work which have tended to 
modify this situation in recent years, due to some extent 
to the higher educational standards required of candidates 
seeking to qualify for the C.P.A. examinations: and to the 
increasing importance of obtaining a C.P.A. certificate early 
in one’s professional career. Meanwhile staff training 
must, so far as possible, attempt to meet deficiencies in 
educational background as well as bridge the gap between 
purely theoretical training and actual practice. Of course, 
no matter what facilities are afforded to a staff member 
for advancement in knowledge and skill, the most important 
factors entering into an accountant’s success will continue 
to be aptitude for the work, attitude towards clients and 
others, self-discipline, and sound judgment. 


Generally speaking, each individual in an accountant’s 
office has in the past been left in a large measure to see to 
his own training. By the very nature of the profession 
the young accountant is expected to accomplish this as far as 
possible. Certainly what has not been acquired before 
joining an accounting staff must somehow be secured after- 
wards, if satisfactory progréss is to be made. As in other 
professions, the accountant must keep abreast of the times 
if he hopes to progress. Training must continue year after 
year—whether we have in mind the training necessary to 
produce a capable, all-round senior accountant out of an 
inexperienced junior, or the training that must constantly 
go on in order to prepare the senior to become the super- 
visor, the supervisor to become the principal, or to enable 
the principal to reach and maintain a position of leadership 
in his profession. 

Prior to joining an accountant’s staff a prospective 
junior may acquire formal and practical training through: 
Courses of study in nontechnical subjects—grammar school, 

high school, and college; 
Day or evening classes in bookkeeping, accounting, audit- 
1Since lst January 1938, only candidates who hold B.S., M.B.A., or 
equivalent degrees from institutions registered with the New York 
State Department of Education are eligible to sit for the New York 


C.P.A. examinations; a somewhat similar provision in the New Jersey 
C.P.A. law becomes effective on Ist January 1944. 
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ing, economics, engineering, commercial law, tax regu- 
lations, etc. ; 

Incidental technical and general reading; and 

Practical experience in connection with account keeping, 
cost analysis, preparation and interpretation of financial 
statements, etc. 

All of which, after he or she becomes a staff member, may 

be supplemented on his or her own account by: 

Evening classes in accounting, auditing, economics, com- 
mercial law, tax regulations, report and letter writing, 
and possibly even in penmanship; 

Evening classes in public speaking. (Here, especially, some 
of the seniors and supervisors would do well to grasp the 
opportunity to improve their general poise as well as the 
ability to express themselves methodically and dis- 
tinctly.) 

Reading of up-to-date professional magazines, bulletins, 
etc. 

Reading of literature dealing specifically with methods of 
accounting and the practical operation of a particular line 
of business in which certain clients are engaged; 


Reading of books, etc., tending to increase vocabulary, 
improve style of expression, and broaden one’s general 
knowledge of world affairs; 


Participation in meetings of professional study groups (e.g., 
American Institute of Accountants lecture and study 
group) for the discussion of topics of current interest 
and the exchange of ideas regarding matters of account- 
ing practice; 

Attending business shows and similar demonstrations by 
way of keeping informed as to latest improvements in 
and applications of accounting machines, filing devices, 
cheque-writing equipment, duplicating processes, etc.; 
and 

Social activities tending to develop confidence, poise, tact, 
and other important characteristics which usually go to 
make up the personality of a really successful public ac- 
countant. 


While engaged on work in clients’ offices, there will, of 
course, be valuable training afforded in: 


DECEMBER 1942. 403 








THE CANADIAN CHARTERED ACCOUNTANT 


Assisting on examinations, special investigations, system 
work, etc., under supervision of more experienced mem- 
bers of the staff; 


Assuming responsibility for sections of examinations, etc., 
without close supervision ; 


Preparing memoranda covering points of special interest 
arising during the course of examinations, for attention 
of senior in charge; 


Drafting final reports or sections thereof for review (and 
possible polishing or revamping) by a superior. 

Theoretically, the best time to train young accountants 
is while engaged on an examination. Here, presumably, 
they are at first given footings to check, invoices to 
examine, bank accounts to reconcile—all under care- 
ful supervision of a more experienced assistant. Being 
alert, they theoretically make careful notes covering ques- 
tions to be raised with superiors about every seemingly 
important variation, about new situations, and about any 
unusual method which they do not fully understand. But, 
in actuality, they are probably part of a group working 
under pressure; can ask, even if they are aggressive, a bare 
minimum of questions; and, having pointed out items which 
they think require the senior’s attention, they may never 
have an opportunity to learn what disposition was made of 
the questioned items, and why. 


Even the most altruistic, organization-minded seniors 
or supervisors may fail to give their subordinates the at- 
tention they deserve, simply through lack of opportunity 
to do so. On the other hand, it is shamefully true that the 
progress of many a capable junior or senior has been de- 
liberately retarded by ambitious and self-centred seniors or 
supervisors who have found their own ends best served by 
making a secret or a mystery of matters which, kept in 
their own hands, have made them personally indispensable 
on certain engagements. This raises the old question of 
whether it is best to assign a group of juniors, more or less 
permanently, to a given senior, or a group of seniors to 
a given supervisor; or whether the satisfactory develop- 
ment of assistants is more likely to be assured by having 
them work under the direction of various members of the 
staff from time to time. But this is, after all, a question 
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involving points of policy which must be settled according 

to the circumstances of each office. 

Organized efforts in staff training within the account- 
ant’s own office might well include, for example: 

Bulletins issued periodically or occasionally to the staff in 
connection with matters of accounting practice, firm 
policy, etc. ; 

Lectures on accounting subjects, auditing, purpose of the 
firm’s standard forms for use on examinations, report 
writing, and professional ethics; 

Critical reviews, (under supervision of experienced mem- 
bers of the staff) of actual working papers and reports 
prepared by other staff members on various engagements ; 

Staff conferences for discussion of: 

Application to particular cases of the audit procedure 
outlined in the American Institute of Accountants 
pamphlets, “Examination of Financial Statements by 
Independent Public Accountants” and “Extensions of 
Auditing Procedure ;” 

Tax and S.E.C. regulations; 

Matters involving important questions of firm policy in 
view of government and stock-exchange regulations 
and of changing business conditions ; 

Case material on defalcations recently discovered, and 

Lawsuits involving responsibility of public accountants 
in connection with defalcations. 


In addition to the foregoing, activities affording training 
within the accountant’s own office would, in a few instances, 
conceivably embrace such miscellaneous duties as: 


Final checking of reports and statements as to accuracy 
of facts, technical principles, grammar, spelling, footings 
and extensions, indexing, cross-referencing ; 

Assisting in preparation of lectures, books, papers, and 
book reviews on accounting and related subjects; 

Preparing statistics regarding capital structure, current 
position, operating results, depreciation rates, and divi- 
dend policy of various companies in the same or similar 
lines of business; together with 

The preparation of statistics in connection with trends. of 
the firm’s own business (e.g., classification of fees by 


405 











THE CANADIAN CHARTERED ACCOUNTANT 


character of services performed, comparisons between 
years, classification of clients by nature of business, 
etc.) ; C.P.A. requirements in various states, 

An outstanding lack in the mental equipment of many 
young accountants is the inability to use proper English, 
spoken and written. This is a serious defect, especially in 
the case of those who are frequently called upon to present 
the results of their work in formal reports. With so many 
satisfactory courses in English available there is little 
excuse on the part of the individuals themselves for not cor- 
recting this defect. However, the benefits to be derived 
are mutual, and certain accounting firms have therefore 
arranged for evening “brush up” courses in English to be 
given on their own premises. 

There are still a few leaders in the profession today 
who never had any professional training besides the actual 
work for clients. To some of these it may sound like 
supererogation to supplement practical experience “in the 
field” with practical laboratory work and classroom dis- 
cussions in the accounting firm’s own offices. Be that as 
it may, I happen to have firsthand knowledge of positive 
advantages gained by all concerned from carefully planned 
lectures and group discussions in the firm’s offices, either 
as preparatory to or as supplementing what we are accus- 
tomed to call “experience on the staff.” 

In preparation for a series of security counts over a 
month-end, some firms occasionally arrange to have a staff 
member—an expert in security accounting—give an in- 
formal lecture covering as many as possible of the points 
which might be of help to junior assistants. Such lectures 
are followed by discussion periods, after which those 
present are furnished with analysis paper and, from a col- 
lection of specimens of actual stocks and bonds of varying 
types and denominations, are required to make a close in- 
spection and prepare lists, just as they would be expected 
to do on an actual count. The results of the listing are 
then used as the basis for a further discussion. This idea 
will readily suggest other applications of the staff discus- 
sion scheme that might well be adopted with equally satis- 
factory results. 

Staff-training programs must neressarily be flexible. 
There are several reasons for this, chief among them being 
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that such activities must generally take second place to 
work for clients. At certain seasons they will undoubtedly 
be subject to interruption or even temporary suspension. 
It is therefore recommended that subjects or phases of 
subjects which can be covered adequately in a single session 
be selected. A blackboard will be found helpful, and in- 
terest may be created by giving practice assignments which 
can be reviewed and graded on a competitive basis. 


If the discussion leader will speak informally from brief 
notes and allow himself to be interrupted at any point at 
which a pertinent question may suggest itself, there is 
almost certain to be sustained interest and consequent 
benefit. This sort of thing not only accustoms juniors to 
discuss accounting points freely in the audience of their 
colleagues, but also gives senior members of the staff an 
excellent opportunity to develop the ability to speak ac- 
ceptably in public. Such ability may prove of particular 
value should it become necessary to testify on technical 
matters in court proceedings, discuss statements or reports 
at directors’ meetings, or deliver addresses before large 
audiences. 

Occasional participation by a partner of the firm is 
highly desirable, especially when involved points of ac- 
counting principle, questions of firm policy and of 
professional ethics are under discussion. Case material 
drawn from actual experience is particularly valuable as 
staff-training material. 


There seems no reason why so-called auditing labora- 
tories should be confined to universities. Generally 
speaking, such laboratories consist of books and supporting 
documents of bankrupt concerns, on which students are put 
to work to check postings and footings, vouch the various 
transactions, take off trial balances, prepare analyses and 
financial statements, in much the same manner as would 
be required if the records were those of a client. Some 
educational institutions have prepared mimeographed sets 
of ledgers, journals, cash books, capital-stock certificates, 
voucher records, sales books, invoices, cancelled cheques, 
bank reconciliations, etc., representing imaginary trans- 
actions of fictitious companies. At least one large firm of 
accountants has followed the latter method, weaving into 
the records enough irregular transactions to create enthusi- 


DECEMBER 1942. 407 














THE CANADIAN CHARTERED ACCOUNTANT 


asm on the part of the assistants who are assigned to 
audit them during periods when work for clients is scarce. 
These practice sets in themselves afford a constant source 
of material for helpful discussions and for practice in 
analyses, report writing, etc. But actual records are much 
to be preferred. 

Unfortunately there are many men—young and old—in 
the public accounting profession whose natural gifts lie in 
other lines of endeavour. As a rule, the chief element 
lacking in such cases is imagination—something that train- 
ing cannot impart. Men who are totally lacking in 
imagination may become quite rapid and accurate in the 
performance of routine duties, but it is practically a fore- 
gone conclusion that they will not develop beyond a certain 
stage. It remains to be seen whether, relatively speaking, 
the lady folk will make a better showing in this respect. 


PRINCIPLES OF BOOKKEEPING* 
By J. R. Wilson, Chartered Accountant, Toronto, Ontario 
Introduction 


2 IS not the purpose of this lecture to cover the entire 

field of bookkeeping in one hour—that would be impossible. 
It is, however, quite possible to give you the underlying 
principles of bookkeeping in that time and that is what I 
propose to do. Bookkeeping is not a complicated subject— 
far from it. It is a very simple subject and once you have 
grasped its underlying principles you will marvel that any- 
one could think that it is complicated. 


In this profession we are not bookkeepers; we are audi- 
tors. But, as auditors, we must know more about bookkeep- 
ing than bookkeepers do. We must know a good many 
other things too, of course, but the knowledge of bookkeep- 
ing is the ground work on which all our other knowledge is 
built. Accordingly, if you want to become a good auditor 
you must first know enough about bookkeeping to be a 


*This is the first of a series of six articles relating to the subject 
of Staff Training. 
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good bookkeeper. Bookkeeping might be defined informally 
as: 
BOOKKEEPING: Keeping track of business trans- 
actions in an orderly way and in 
terms of dollars and cents. 


This means that every transaction that affects a business 
that can be expressed in dollars and cents must be recorded 
in its books of account and, of course, if the information is 
to be of any use it must be recorded in an orderly way. 


Books of original entry 

What are the usual transactions of a business? Most 
would surely fall into one of the following categories: buy- 
ing goods, selling goods, taking in cash, paying out cash. 

That, by and large, is all that the average business does, 
and these transactions determine the primary books of ac- 
count which are kept. 

(1) The goods bought are entered in a purchase book, 

sometimes called a purchase journal or voucher 
register ; i 

(2) Goods sold are entered in a sales book; 

(3) Cash received is entered in a cash receipts book or 
on the cash receipts side of a cash book; 

(4) Cash paid out might be entered in a cash paid out 
book but as most payments are now made by cheque 
this is usually called a cheque register. Any small 
payments that are made by cash may be entered in 
a petty cash book. 

These four books are called books of original entry; that 
is, they are the first books in which you enter transactions 
and normally transactions are recorded just as soon as they 
occur or within a very short time thereafter. In addition 
one other book of original entry is usually kept—called a 
journal. The journal is a “catch-all” and is used to record 
any transactions which do not easily fit into the ordinary 
books. Originally the journal was the record in which 
everything was entered. The other books of original entry 
such as the cash book, purchase and sales books are merely 
specialized journals which have been developed to take care 
of certain frequently recurring kinds of transactions. The 
entries which are nowadays recorded in journals consist of: 

(1) Adjustments of errors; 

(2) Transfers between accounts; 
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(3) Setting up accrued charges and accrued revenues, 
etc. so that the accounts will reflect the actual in- 
come and expenses of the business for the period; 

(4) Closing entries at the end of the fiscal year. 

Entries in a journal are written in the following form 

ie Seb chawes ult account $.... 
Sider adnsowen account S eden 


A further book of original entry which is sometimes 
kept is called the “petty cash book” but this is rapidly 
being replaced by the very much simpler and more efficient 
method of treating the petty cash as an imprest fund. 
Under this method a certain amount is entrusted to the 
petty cashier (say $50) and when the fund has been de- 
pleted through disbursements a cheque is made out to 
petty cash for the exact amount of the payments made. 
The expenditures are summarized as to the accounts to 
which they will be charged and when the reimbursing 
cheque is made the accounts affected are entered directly 
in the cheque register, thereby doing away with the neces- 
sity of keeping a petty cash book. 

Two of the most difficult things about bookkeeping are, 
first, that different people do not call books which are essen- 
tially the same by the same name and, secondly, even if 
they are called by the same name they do not look the 
same: for instance, a purchase book or a cash receipts 
book in one office will be quite different from a purchase 
book or a cash receipts book in another office. These are 
probably the reasons why people who have never kept a set 
of books think bookkeeping must be difficult. It would be 
very easy for someone in authority to decree that all busi- 
nesses should keep the same kind of books, but in practice 
that would be worse than the present variations. A good 
bookkeeping system is designed for the particular business 
it serves and the purchase book or cash receipts book is 
drawn up to get the information needed in the simplest 
possible way. You will find that some clients have book- 
keeping systems that do not measure up to this criterion 
and one of our most useful functions is to show them how 
they can simplify or revamp their system so that they can 
get the information they want with less work. 

Ledger accounts 


If you started in business and kept these five books of 
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original entry you should have a very clear record of the 
transactions of your business. It is true you might also 
have a record of the transactions of the business had you 
put them all into one book; but, if you did that, you would 
not be able to tell how much you had bought, how much you 
had sold, how much cash you had taken in and how much 
cash you had paid out. By keeping four separate books and 
adding them up at periodic intervals, say monthly, you can 
tell just what the business has been doing during the period. 

But even keeping different books for different kinds of 
transactions will not tell you all that you would want to 
know—for instance, you could only find out what anyone 
owed you by going through your sales book to pick out all 
the goods which he had bought and then going through the 
cash receipts book to find out what he had paid for. That 
would be a nuisance and also you might make a mistake and 
miss anitem. Then again, if you wanted to know how much 
he owed a week or a month later, you would either have to 
keep the scrap of paper on which you had noted this: in- 
formation or do the work all over again. If you are giving 
credit to your customers it is very important that you know 
just how much they owe at any given time. Accordingly 
ledger accounts are kept for individuals. These ledger ac- 
counts are prepared from the information contained in the 
books of original entry and the operation of transcribing 
the information from the books of original entry to the 
ledger is called posting. 

In small businesses there may be only one ledger in 
which all such accounts are kept, but in most offices you will 
find that there are at least three ledgers: 

(1) An accounts receivable ledger—in this are kept ac- 

counts owing by customers to the business; 

(2) An accounts payable ledger—in this are kept ac- 

counts owing by the business to its creditors; 

(3) A general ledger. 

Exhibit 1—On exhibit 1 there is an attempt to put in 
graphic form what we have been talking about. You will 
notice that on the left hand side of the exhibit are listed the 
books of original entry; that is, the purchase book, the 
. Sales book, the cash receipts book, the cheque register and 
the journal. In brackets after the names of these books 
are a few of the alternative names which you may find -in 
practice. 
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In the middle of exhibit 1 the lines from the books of 
original entry come together to indicate that all of these 
are posted or may be posted to the various ledgers, which 
are shown on the right hand side of the exhibit. In this 
exhibit are shown the three kinds of ledgers most frequently 
used: the general ledger, an accounts receivable ledger and 
an accounts payable ledger. In practice you may meet other 
kinds of ledgers; for instance, fixed asset ledgers, capital 
stock ledgers, expense ledgers, etc. 


Summary—To summarize what we have covered up to 
this point—all transactions of a business which can be meas- 
ured in dollars and cents are entered in various books of 
account called books of original entry as soon as, or very 
shortly after, they are made. The information contained 
in these books is then posted to ledgers, so that under the 
name of each person, etc. all of the transactions affecting 
him are summarized. 


Ledgers 


Nowadays ledgers are usually in loose leaf form, al- 
though they once were and sometimes still are bound vol- 
umes. In either case they contain accounts. There are dif- 
ferent rulings for these accounts, but nearly all start by 
showing the name of the person and the address at the top. 
The balance of the form is used for entering particulars 
of various transactions. For an example of a ledger ac- 
count look at exhibit 2. The form at the top of the page 
is called a bank ledger form because it was first developed 
by the banks. You will notice that the ruling is very much 
the same as your bank passbook. This is the kind most 
commonly met with in practice. In addition to the date 
column and a place for particulars and posting folio, there 
are three money columns. These are headed debit, credit 
and balance. The first and second columns, that is the debit 
and credit columns, are posted from the books of original 
entry. The balance column is arrived at solely as an arith- 
metical calculation and represents the excess of debits over - 
credits, or credits over debits, in the account up to that 
point. We shall see later that in one way or another every 
amount in the books of original entry is posted as a debit 
or credit to a ledger account. 


At the foot of the page you will see a “T” ledger ac- 
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EXAMPLE OF LEDGFR ACCOUNTS 


Bank ledger account 


Name 


Address 


Soot 
a eae Tal ee 


"T" ledger account 
Account No. 


Name 


Address 


pate] Fertioulere [¥o.] bro] bate] rertionare | Fo.] ore] 
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count. This is “the old original,” with the debits on the left 
and the credits on the right. Fortunately, it is fast going 
out of use. Not having a balance column it means that bal- 
ance figures must be written in in the information section 
and if you want to find what the balance was at a past date 
you will have to add up each side of the account to that 
point and then find the difference—which is a nuisance. 


Debits and credits 


A sure knowledge as to whether an entry is a debit or 
a credit is fundamental to bookkeeping. But just being 
able to figure out the right answer is not enough. They 
say you do not know French until you dream in French. 
Similarly, you cannot be a good auditor until you do not 
have to think how a bookkeeping entry should be made be- 
cause you know the answer automatically. 

I am sure two questions will occur to you—first, why 
do we have debits and credits and, secondly, how are you 
going to know whether an entry will be a debit or a credit 
when it is posted to the ledger. 

(1) The answer as to why they are called debits and 
credits is most easily answered by saying “‘just because they 
are,” or by answering it with another question—‘Why do 
we write the first letter of the alphabet as A?” I suppose 
hundreds or thousands of years ago someone thought it 
easiest to keep track of amounts owing to and from him by 
calling the amounts which his debtor must account for as 
debits and the amounts which he must pay to his creditor 
as credits. This ancient and forgotten bookkeeper might 
have used plus or minus signs, or might have used black 
and red figures, or might have done any one of a number of 
things. But he did not; he thought of debits and credits. 
And, other people, looking over his work, thought that he 
had found an easy way to keep track of accounts and they 
began to use debits and credits. Ever since bookkeepers 
have talked in terms of debits and credits and nobody has 
thought of any better way. Now, even if they did, probably 
no one would be able to understand what they were talking 
about, because the whole language of business revolves 
around debits and credits. So you may as well decide that 
you are going to have to deal with debits and credits; but 
you might also remember that there is no hidden depth of 
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meaning in the terms, and if that ancient and forgotten 
bookkeeper had thought of something else we might today 
be talking in terms of pluses and minuses or blacks and 
reds. 

(2) The other question as to how you know which an 
entry will be, whether a debit or a credit, is not one that 
can be answered by giving you a rule of thumb which you 
can apply in every case. There are some such rules which 
you will find in textbooks, but I am never quite sure whe- 
ther these are not more confusing than they are helpful. 
The first step towards making sense of debits and credits 
is to remember that the books of a business show the rela- 
tionship of that business to the outside world. Therefore, 
if someone owes it money that person has a debit balance 
on its books—in other words he is its debtor. If the busi- 
ness owes someone money, then that person, being its 
creditor, will have a credit balance. Notice the examples 
shown on exhibit 3 which give the key entries from various 
books of original entry. (See p. 427) 


(i) The purchase book records the purchases which you 
make. Now, when you have made a purchase and have not 
paid for it, you thereby make the person from whom you 
bought it your creditor; therefore, you credit his account 
on your books. Accordingly the entry is shown as: 





ee ee ee eeeeeeee 


Cr, accounts payable—A. Creditor 
Actually in a purchase book you would probably have many 
entries in a month, crediting the T. Eaton Company, Simp- 
son’s, Grand & Toy and so on. For the moment we will 
ignore where the debit goes—that is why it has been left 
blank in the exhibit—and have a look at the entries that 
are made from the sales book. 

(ii) The sales book records the sales you have made, i.e. 
transactions which create debts owing to you. In other 
words it records dealings with people who by these trans- 
actions thereby become your debtors. Accordingly, you 
debit their account and when you are posting from a sales 
book you debit the accounts receivable owing by your vari- 
ous debtors. 

(iii) When the debtor pays his account you record this 
in the cash receipts book. After recording it there you will 
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have to credit the account receivable which you have previ- 
ously charged. Now this credit does not create a creditor 
as the credit from the purchase book did when we set up 
the accounts payable. This is really a negative debit, that 
is, it is a credit which wipes out an existing debit. 


But there is another side to this entry. When you take 
in cash you put it in the bank right away (at least we try 
to persuade all our clients to do so because that is much 
the best way to keep track of incoming cash). Accordingly, 
while you credited your debtor because he paid his account, 
by putting the money in the bank, you made the bank your 
debtor in his place. You therefore debit the bank. 


This can be more clearly seen if we look at actual ex- 
amples and on exhibit 4 you will see how five transactions 
are reflected in the accounts. The five transactions we as- 
sume are, first, that you bought some goods for $100 but 
that you did not pay for them right away; second, that you 
sold the goods to a customer for $150 but that he did not 
pay you immediately; next, that the customer did pay you 
and you put the money in a bank account which you opened 
for your business; then you wrote a cheque to pay off your 
creditor, and finally, that you paid your clerk $20, which 
was the only expense you had. 

Now notice the entries—first we have the account with 
your creditor, which would come from the purchase book. 
There is a little column marked Fo., in which we have in- 
serted Pl, This means that the information came from the 
first folio or page of the purchase book. Looking back at 
A. Creditor’s account, you will see that we put an amount 
of $100 in the credit column and because there were no 
other entries extended this to the balance column. 


The next account refers to A. Debtor and you will see 
there the sale made on the 2nd of September, $150, shown 
in the debit column. The second entry in this account shows 
that on 5th September he paid this amount and that from 
then on there was nothing owing. The next account is 
with the Bank of Montreal and shows what happened to 
the $150 received from A. Debtor on the 5th. As it was 
deposited in the Bank of Montreal it shows as a debit to 
that account. 

Now this is one of the hardest things to get firmly im- 
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SPECIMEN TRANSACTIONS EXHIBIT 4 
Transactions: 
Sept. 1 - Purchased trom A. Creditor a bill of goods for $100 
Sept. 2 - Sold these goods to A. Debtor for $150 
Sept. 5 --Received payment of $150 from A. Debtor and deposited this 
in Bank of Montreal 
Sept. 7 - Issued cheque to A. Creditor for $100 in payment of his 
account 
Sept. 7 - Issued cheque for #20 to A. Clerk for wages 
ccounts 





7| Cheque--Clerk 





A. CREDITOR 





BANK OF MONTREAL 


‘Cheque—A. Creditor CR 
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planted in your mind—when you put the money into the 
bank you debit the bank account. The reason that it causes 
so much difficulty among students of bookkeeping is that 
when your books show that the bank account has a debit 
of $150, you know that the bank book shows that you have 
a credit balance of $150. If you will look down at the foot 
of exhibit 3 you will see that I have put down the explana- 
tion for this. Every time you show a debit balance on your 
books with someone, he will have a credit balance on his 
books in your account and vice versa. One of the most dif- 
ficult stories to squelch is that banks keep their books back- 
wards to everybody else. If anyone tells you that, you can 
be quite sure that they have no idea about the fundamental 
principles of bookkeeping. Banks do not keep their books 
backwards; they keep them just the same way as other 
businesses; and when they show that you have a credit 
balance with them it means that, according to their books, 
you are their creditor; and this is quite right, so you are. 

Looking back at the example on exhibit 4 you will see 
that the deposit with the Bank of Montreal is shown as a 
debit of $150. The next transaction is on the 7th Septem- 
ber when we pay A. Creditor the $100 owing to him. In 
A. Creditor’s account this, of course, will show as a debit, 
thereby extinguishing the credit previously entered. This 
debit then is really in the nature of a negative credit and 
does not create a debt owing to you. In the Bank of Mont- 
real account it will show as a credit to the bank account, 
thereby reducing the balance to $50. The reason that it is 
a credit to the bank account is just the same as the reason 
that cash received from A. Debtor is credited to his ac- 
count; that is, the balance for which he must account has 
been reduced. By paying the cheque the bank has ex- 
tinguished that much of its debt to you. The last entry 
in the Bank of Montreal account is the cheque of $20 to 
your clerk covering his wages. Looking back at exhibit 3 
now you will notice that opposite “cheque register” the en- 
try is shown as: 


Dr. Accounts payable—your creditor 
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Double entry bookkeeping 

So far we have covered what is generally known as 
“single entry bookkeeping.” You will note that we have 
entered items in the books of original entry and then posted 
them to the ledger. This you might think constituted double 
entry—but, if you do, you are mistaken. Double entry book- 
keeping refers to the fact that each transaction is posted to 
two accounts. If you will look back to the examples on ex- 
hibit 3 you will see that in the case of the cash book and 
payment to your creditor this is what we did. In the case 
of the purchase book, the sales book and the payment to 
your clerk, however, so far we have only posted to the 
accounts payable or the accounts receivable and therefore 
we have only single entry bookkeeping. Single entry book- 
keeping means nothing except that it is broken down double 
entry. Fortunately it is not in general use and you may 
never see it in a client’s office. 


On exhibit 4 we posted various transactions affecting 
A. Debtor and the Bank of Montreal. Suppose we had 
followed through the missing links and had complete double 
entry—it would have meant that we would have had three 
more accounts, one for purchases, one for sales and one for 
expenses, If you will look on exhibit 5 you will see that 
these additional accounts are set out. The purchases ac- 
count shows a debit of $100. This is the converse to the 
credit which was set up in A. Creditor’s account. The 
sales accounts show a credit of $150 and this is the con- 
verse to the debit in A. Debtor’s account. The expense 
account shows a debit of $20 and this is the converse to 
the credit in the Bank of Montreal account. Now at this 
point we can take off what is called a trial balance and at 
the foot of exhibit 5 you will see what one looks like. A 
trial balance is a listing of the balances shown in the ac- 
counts. It is called a trial balance because some clerks do 
not get it to balance the first time. You will notice that this 
trial balance does balance and, of course, it should, because 
for every debit we posted to the ledger we also posted a 
credit of a like amount. By a simple arithmetical process 
you will see that if for every debit in the ledger there is a 
credit of like amount, the debit balances should equal the 
credit balances. If, however, we had made a mistake in 
the posting or in bringing down the balance in an account, 
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SPECIMEN TRANSACTIONS 





Accounts (continued) 


Trial Balance—7th September 1942 





Dr. 

A. Creditor 
A. Debtor 
Bank of Montreal 30.00 
Purchases 100.00 
Sales 
Expenses 20.00 

150.00 
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our trial balance would not balance and there you have the 
great advantage of double entry bookkeeping. By working 
to a trial balance we had an automatic check on the clerical 
accuracy of our work. It is very important that books of 
account be correct and that is why bookkeepers go to so 
much trouble to find differences in their balance. Even 
when the difference is small it may represent a net amount 
between two mistakes and that is why you hear of book- 
keepers spending a great deal of time trying to locate a 
difference of two or three cents. 
The only differences which a trial balance would not dis- 
close are: 
(1) Where two compensating errors have been made; 
that is, where an error of say $50 has been made 
in the debits and also an error of $50 in the credits; 


(2) Where the right amount has been posted to the 
wrong account. 

Now it is very important that you note these two points 
particularly, because a good deal of audit work is concerned 
with seeing that these errors have not been made. Some- 
times we run across employees in a client’s office who have 
taken some money and one of the ways of covering this is 
to purposely make a compensating error. But this is in 
the realm of auditing and you will hear more of this in 
later lectures. 

The trial balance is important to us for another reason 
—from a trial balance we can prepare statements showing 
the balance sheet position of a business as at a given date 
and the profit or loss of a business for the period ended 
on that date. For instance, in our example we could show 
a profit and loss account for the week ended 7th September 
showing: 

PE Lois baioetuieneniKhs Tene whe wh $150 
Less purchases (that is, cost of sales) 100 


$ 50 
er ee 20 
PE Pic cbatekd Reed KAGE ASO EEN’ $ 30 
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The balance sheet at 7th September 1942 would be very 
simple and would show: 


Assets Liabilities 
Cash in bank ...... $ 30 Accounts payable ... nil 
Accounts receivable... nil Accumulated profits 
(i.e. proprietorship 
rr $ 30 
$ 30 $ 30 


You will notice how this information flows from the 
trial balance. 


Obviously our example on exhibits 4 and 5 was a very 
simple one and in practice businesses keep many different 
accounts. On exhibit 6 are set out the principal accounts 
which are kept, grouped as you will find them in financial 
statements. If you look in a company’s general ledger you 
may not find one account for cash in bank but you may 
find ten or eleven different bank accounts which in total 
will appear on the balance sheet; similarly with the other 
assets and liabilities and profit and loss and surplus ac- 
counts. Notice how the equation of the balance sheet fol- 
lows from the trial balance. The assets equal the liabilities 
because all the other debit and credit balances, that is, the 
revenue and expense accounts (sometimes called “nominal 
accounts”) are closed out through surplus to the proprietor- 
ship account. Notice also that assets and expenses have 
debit balances. Therefore, if you increase an asset or ex- 
pense account you must debit it; if you reduce the balance, 
you must credit it. In the case of liabilities and revenue 
accounts, as these normally have credit balances anything 
that increases them should be a credit while anything that 
reduces them should be a debit. If you go back to exhibit 
4 you will see how these rules apply. Just to take one as 
an example—notice the Bank of Montreal account. Now 
the cash in bank is obviously an asset. When you deposit 
money you increase the asset, therefore you debit it and 
that is what we did in the case of the $150 deposit. By 
writing cheques you decrease the asset and therefore you 
credit the account. 
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PRINCIPLES OF BOOKKEEPING 


Control accounts 


In exhibits 4 and 5 we assumed that the account receiv- 
able from your debtor and the account payable to your 
creditor are carried in the same ledger as the other accounts. 
In practice you will find that this is seldom the case but 
instead accounts receivable and accounts payable are rele- 
gated to separate ledgers carrying those two titles. This 
permits a division of work and also keeps bookkeepers from 
finding out confidential information about sales, profits, 
capital, etc. In place of the individual accounts receivable 
or accounts payable, control accounts are opened in the 
general ledger which show the amount owing by or to, as 
the case may be, all the debtors and creditors of the firm. 
These accounts are prepared independently of those in the 
subsidiary ledger and as they are only concerned with the 
total amount that is owing to or by the business it is not 
necessary to post each individual item from the books of 
original entry to these accounts. Instead, separate columns 
are used in which any items affecting the control accounts 
are entered and the totals of these columns are posted to 
the control accounts. 

The advantages of control accounts are several, the two 
most important being, 

(1) A control account permits a division of duties and 
in so doing provides an internal check on the staff. At the 
end of the month the bookkeeper in charge of the accounts 
receivable ledger can take off a listing of his or her balances 
and the accountant who keeps the general ledger can tell 
whether it is correct by comparing the total of this listing 
with the balance of the control account in the general ledger. 
If the wrong amount has been posted or an entry has been 
posted twice or an entry not posted at all, the trial balance 
of the accounts receivable ledger would not agree with the 
control account unless, of course, a compensating error had 
been made. 

(2) A control account localizes errors. If you have a 
general ledger, an accounts receivable ledger and an ac- 
counts payable ledger and you have made one mistake in 
posting during the month you could tell very easily in which 
ledger it occurred. If the general ledger did not balance 
then it would be in that ledger; if the general ledger bal- 
anced but the total of the accounts payable balances did 
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not agree with the accounts payable control account, the 
error would lie in the accounts payable ledger; or, if the 
general ledger balanced but the total of the accounts re- 
ceivable balances did not agree with the accounts receiv- 
able control account, then the error would be in the accounts 
receivable ledger. If all accounts had been in one ledger 
and there was a difference at the end of the month in the 
trial balance, it might have been necessary for you to check 
all the entries in the ledger during the month. By having 
a control account, however, you can tell at once where the 
error lies and limit your check to that particular section 
of the accounts. Where there are a great many accounts 
receivable there may be two separate control accounts. For 
example, “Accounts Receivable A to M” and “Accounts Re- 
ceivable N to Z.” This division is often made in order to 
facilitate the locating of errors. 


Summary 


In closing, we might recall very briefly the foundation 
stones on which rests a knowledge of the theory and prac- 
tice of bookkeeping: 

1. All transactions are first entered in books of original 

entry ; 

2. The information is then posted to ledger accounts— 
and each transaction is entered in two different ac- 
counts: in one as a debit, in the other as a credit; 

8. At the end of an accounting period (usually each 
month) a trial balance is taken of the ledger ac- 
counts and, by balancing, indicates but does not guar- 
antee that the work has been accurately performed; 

4. The trial balance is used to prepare financial state- 
ments. 

These are the foundation stones and they are held firmly 
together by a mortar called “the theory of double entry.” 

Be sure that this picture is firmly fixed in your mind. 
If it is, it should provide a foundation on which you can 
build as you meet the practice of bookkeeping from day to 
day. 
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EXHIBIT 3 
REMEMBER THESE EXAMPLES 
Purchase book Be ek nn ee rere wnt a ian eae ie 
Cr. Accounts payable—your creditor 
Sales book Dr. Accounts receivable—your debtor 
WR ea cin oraig. erstaieat habia aaa ace tesa 
Cash book Dr. Bank 
Cr. Accounts receivable—your debtor 
Cheque register Dr. Accounts payable—your creditor 
Cr. Bank 
WTS. Sirians oa See Sab cae ees eee SAS 
Cr. Bank 


REMEMBER ALSO 
Accounts receivable—Your debtors have debit balances 
Accounts payable—Your creditors have credit balances 
If B is a creditor of A, then on A’s books B’s account has a credit 
balance; but on B’s books A’s account would have a debit balance. 
(Reason: A is a debtor of B.) 
Therefore if you have money on deposit at the bank— 

You are a creditor of the bank and in its books you will be 
shown as having a credit balance. (Your passbook or monthly 
statement is a copy of the bank’s ledger account with you.) 
But on your books the bank will show a debit balance. 
(Reason: the bank is your debtor, i.e. it owes you that much 
money.) 


CANADA’S OIL RESOURCES 


By’ Eileen Mitchell, B.A., Toronto 


_ is no more fascinating story in all the annals of 
Canadian discovery and development than that of the 
Western oil fields. The bravery of the original backers and 
drillers in undertaking so tremendous a task should never 
be forgotten, and it never will be so long as there is a 
Turner Valley or a Norman Wells. And there will be a 
Norman Wells and a Turner Valley in Canada for many 
years. Aided by the impetus of this mechanized War and 
the essential requirements of an Army on wheels and an 
Air Force on wings, the present wells are being pushed to 
their full development very rapidly and the search goes on 
unceasingly for more and more fields. 

In 1896 an important delegation made its way to Petrolia 
in the Province of Ontario, there to view the fast develop- 
ing oil fields of Canada. A report of that visit showed that 
the field was of some considerable value, that 8,000 wells— 
in backyards, in corners of fields, in every possible site— 
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were in active operation, producing 800,000 barrels of oil 
each year. Stories were current about the “gushers” of the 
early days when 1,000 barrels a day had been the rule. 
Here, centred in this small section of Ontario, was Canada’s 
oil industry. Its importance was not realized, its future 
not dreamed. 


Then, with the turn of the century and the chemical 
discoveries made, the role of crude oil in a country’s his- 
tory became apparent. The West was a new thing and the 
geologists showed that there might be a possible source of 
oil in some sections. Then began the intrepid prospectors. 
Starting with their dreams, they ended with a Turner Val- 
ley. There was over a quarter of a century of hard work, 
heart-breaking failures and small hope before any reason 
appeared for even a faint glimmer of success. The large 
oil companies spent a fortune in money and in effort; the 
small prospector spent his life. Not only were there the 
difficulties of an uncertain source, but added to this was 
the competition of new and very productive fields in the 
United States. The Canadian government intervened to 
assist the new enterprise, but for many years there was a 
hopeless despair amongst those most interested. By the 
30’s the interest of the Canadian investor was turning to 
the field and with this new encouragement, more rosy pros- 
pects appeared. By the end of the 30’s the Turner Valley 
oil field was a fact; it was a producer and a steady one. 


In 1939 the total oil produced in Canada was almost 
8,000,000 barrels, 90% of which came from Turner Valley. 
Canada’s consumption was 42,000,000 barrels and so the 
incentive to seek out new fields grew strong. By demanding 
the greatest possible production of crude petroleum and by 
the opening of new fields in Northern territories and in 
other parts of Alberta, in 1941 Canada’s total production 
in the Dominion was over 10,000,000 barrels, valued at 
$14,200,000. This was but one-fifth of Canada’s require- 
ments. The fields opened to date, though not yet great 
producers, show a promise of increase and, of still greater 
importance, give some indication of the widespread area 
of Alberta’s oil. Should the promise that appears from the 
early findings in these fields come true in fact, then Alberta 
will be among the foremost of the oil-producing areas of 
the world. 
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The Ontario field remains steady, producing yearly be- 
tween 150,000 to 200,000 barrels. The fields in New Bruns- 
wick are being developed to their full extent although the 
contribution is small—about 25,000 barrels each year. It 
is to Alberta and the Northwest Territories that we must 
look for developments. In the Northwest Territories the 
Norman Wells are the most recent discovery. The produc- 
tion here supplies all the requirements of the mines of the 
Great Bear, Great Slave and Yellowknife areas. The draw- 
back to this area is the necessity of huge capital expendi- 
tures in order merely to get supplies in. It is the Alberta 
area, then, that Canada will have for her source of supply 
of this richest resource. 

The search goes on unceasingly by the government, by 
citizens, by large corporations and by small companies. The 
success of the search over a period of years is clearly indi- 
cated by the following figures: in 1932, Canada supplied 
4.4% of the petroleum production of the British Empire; 
in 1937, she supplied 7.1%; and in 1941, 18.3%. This makes 
but “a drop in the bucket” of world production, but it shows 
a steady and consistent growth. Of the amount produced 
in 1941, the Alberta field gave 98%. Thus Canada must 
be quick to praise the Province that harbours this new in- 
dustry. Alberta has contributed a great deal to Canada’s 
war effort and is laying the foundation for a new industry 
which will help in the rehabilitation of Canadian industries. 

No other industry has so fascinated a following. It is 
sometimes said that “Oil is thicker than blood,” and so it 
might seem to those who have bound up their lives and 
their energies in its discovery and development. The avail- 
ability of oil in Canada is of tremendous importance to us 
who have the duty of training pilots under the Common- 
wealth Air Training Scheme. Every Canadian must be 
rightfully thankful for the perseverance of the pioneers; 
without them Canada would have to depend entirely on 
outside supplies of oil. Our case is: it is better to have one- 
fifth than none. 
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ECONOMIC NOTES 
The Dilemma of Western Agriculture 


Editor’s Note: This is one in a series of articles on current econ- 
omic subjects by Professor W. J. Waines, M.A., and Professor W. H. 
Poole, M.A., of the University of Manitoba. 


7 shifts which are occurring in the agriculture of the 
Prairie Provinces are important not simply as interest- 
ing facts in themselves but also because they may give rise 
to problems in the period of post-war readjustment. It 
has been the expressed policy of the Canadian government 
to turn the productive efforts of agriculture toward war 
effort with as little dislocation in the agricultural economy 
as possible. It is not certain, however, that such a dual 
objective can be successfully attained. 

It will be recalled that during the last war Western 
Canada’s contribution, apart from the military phase, was 
principally the supply of a larger amount of wheat. The 
Canadian wheat acreage which in 1913 was 11 million acres 
increased to 17 million acres by 1918. During the five year 
period before the outbreak of war in 1914 wheat production 
averaged 183 million bushels; during the war years the 
average was 248 million bushels. Canada’s share in the 
world export trade in wheat increased from about 14 per 
cent before the war to 35 per cent at the end. Further 
increases in wheat acreage took place after the war. In 
terms of the problems of adjustment during the inter-war 
period it should be noted that a large part of the increase 
in wheat acreage was in the south-central and southwestern 
parts of Saskatchewan—the worst of the drought area of 
Western Canada. Consequently, the effects of dislocated 
markets and low prices and of drought and distress fell 
with particular severity on that part of Western Canada 
whose economy had changed materially during the war and 
post-war period. This is not to deny, of course, that de- 
pression would have taken its toll on Western Agriculture 
in any case; but as a result of the changes noted above the 
prairie economy became much more vulnerable than it had 
been before in the face of contracting markets, falling 
prices and low precipitation. More people were faced with 
disaster and government costs were higher. 

It has been argued in some quarters that the solution 
of the problems of agriculture in the West is to be found 
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through diversification. Some measure of diversification 
has already occurred under the stimulus of war and it is 
likely to proceed. Livestock production and the acreage in 
coarse grains is increasing. Wheat acreage has already 
declined from 27.7 million acres in 1940 to 20.5 million acres 
in 1942. Acreage reduction payments, rather than the war, 
are the reason for the reduction in wheat. There has been 
some increase in the production of dairy products and cer- 
tain products, like flaxseed, have been developed. 

An almost unlimited market in Great Britain for bacon, 
rising domestic and American demands for beef account 
for the increase in livestock. Dairy production has grown 
as a result of stronger British demands. The output of 
coarse grains has followed the expansion in the livestock 
and dairy industries. The markets for wheat have been 
so restricted and yield has been so high that in spite of the 
acreage reduction the surplus will reach a record figure 
at the end of this crop year. 

These shifts are already showing themselves in changes 
in the sources from which farmers derive their income. 
The extreme dependence on wheat, which has been noted 
many times, has been somewhat tempered by the derivation 
of a larger portion of farm income from livestock and animal 
products, 

However, an examination of the reasons for this greater 
diversification suggests that its basis is far from stable. 
Take, for example, the case of hogs. The occupation of 
Denmark cut off from the British market its principal 
source of supply. Asa result the British government turned 
to Canada. When peace breaks out, to borrow a phrase 
from the late Professor McQueen, Denmark will certainly 
expect to return to the production of that commodity in 
which she is so highly specialized and in which she has 
a great relative advantage. A free, or moderately free, 
trade world would appear to be disastrous to hog produc- 
tion in Western Canada. In the same way returns from 
cattle production depend too much on the vagaries of the 
American market. Moreover, another consideration is im- 
portant. Even though markets were available for the pro- 
duction of diversified agriculture large areas of Western 
Canada are so specialized in terms of soils and climate that 
wheat is their best product. These areas have been able 
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to produce more wheat than could be disposed of at profit- 
able prices in recent years. 

This is the dilemma of prairie agriculture. To stay in 
wheat, or to get in deeper, implies a search for markets 
that do not appear to exist. To diversify means compe- 
tition with other areas, in Canada and outside, which makes 
success extremely doubtful. Add to this the fact that some 
areas are “wheat or nothing” and the dilemma is turned 
into confusion. 

It is for these reasons that Westerners are so insistent 
on markets—markets for wheat. But given all the markets 
that can reasonably be expected many Westerners are not 
sanguine that this will completely solve the problem. The 
per capita consumption of bread has been declining. As the 
standard of living rises this trend can be expected to con- 
tinue. It seems too optimistic to hope that growing popu- 
lations will indefinitely postpone the effects of this trend. 
Unless birth rates increase, the populations of Western 
European countries are on the eve of a decline. Those 
people in Western Canada who are not unduly endowed with 
optimism expect a residue of problems for the wheat farm- 
ers, even in a free trade world. It may be that these prob- 
lems can be partially, solved by educational endeavours 
which will raise the nutritional standards of the Canadian 


people. 

However, one thing can be said with a fair degree of 
confidence. Given known techniques and probable markets 
a program of large-scale immigration into the Prairie 
Provinces is not the solution, unless standards of living are 
to be depressed. The population of the region declined 
between 1936 and 1941. Even between 1931 and 1936 the 
whole of the natural increase in population in the Prairie 
Provinces was not retained in the area. The belief that 
the West is an area of great undeveloped agricultural re- 
sources is a myth. 

Winnipeg, W. J. WAINES. 


14th November 1942. 
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GENERAL NOTES 
Index Figures of Living Costs 


The cost-of-living index of the Dominion Bureau of 
Statistics advanced from 117.4 on 1st September to 117.8 
on Ist October 1942. The increase was due mainly to 
higher food prices although moderate seasonal increases 
also occurred for coal. (Previous reference—page 356 of 
November issue.) 


Cost-of-Living Bonus 


By General Order dated 4th November 1942 of the Na- 
tional War Labour Board the terms of its General Order 
dated 2nd August 1942 are continued and apply for the 
period 15th November 1942 to 15th February 1943 subject 
to the right of employers or employees to apply to a War 
Labour Board for authorization of payment of such an 
amount of cost-of-living bonus as a Board may determine 
to be “fair and reasonable” under the provisions of the 
Order. 


Change in Fiscal Year-End 


Many of the principal department stores in New York 
and other American cities are considering moves to change 
their fiscal year-ends from 31st January to 3lst July. The 
change is being made to the 31st July as this date represents 
a highly inactive period as compared with the 3lst January. 
It is hoped that this step will relieve the present strain 
on personnel and interference with merchandising due to 
the necessary inventory taking and balancing of the books 
which accompany the date of closing. 


Individual Savings in the United States 


The Securities and Exchange Commission of the United 
States presented in August an analysis of the volume and 
composition of savings by individuals in the United States 
during the second quarter of 1942. 

The analysis showed primarily that savings had in- 
creased substantially over the first quarter of 1942 which 


433 








THE CANADIAN CHARTERED ACCOUNTANT 


- increases were almost totally reflected in increases in cash 
holdings and deposits in checking accounts. In so far as 
such additions represent temporary accumulations of funds 
which are earmarked for subsequent diversion into con- 
sumption channels rather than relatively permanent in- 
vestment they are potentially dangerous from the point of 
view of inflationary possibilities. 


Compulsory Military Service 


Canada has now extended the age for compulsory mili- 
tary service to include men from 20 to 40 years. The call-up 
ages were formerly from 21 to 35. According to an an- 
nouncement of the Director of Public Information, Ottawa, 
about 25,000 men will be called up for military service in 
August, the greatest number to be called up in any month 
to date. In July 15,000 men were called up for training, 
compared with 8,000 in June. 


Table of Exchange Rates 


(Kindly supplied by The Canadian Bank of Commerce, Toronto) 
8ist October 16th November 
1942 1942 


I 6 i ace ih ea awawe 10-11% P. 10-11% P. 
a Bac alic bai 443-447 443-447 
Australian Pounds .......... 35814 35814 
New Zealand Pounds ......... 360 360 
South African Pounds ........ 443 443 
British West Indies—Dollars . 9270 9270 
India—Rupees .............. 3356 3356 
Hong Kong—Dollars (Custotian = 2781 2781 
Straits Settlements— feat 

DE ii wicmaane on 5226 
Sweden—Kronor ............ 2633 2634 
Switzerland—Francs ........ 2569 2569 


Note: The above currencies are expressed as follows: Pound cur- 
rencies—Canadian cents per unit; Continental currencies and sundry 
British Empire—Canadian cents per 100 units. 
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LEGAL DECISIONS 


[Epitor’s Nore:—The following are brief summaries of recent 
decisions of the Canadian Courts as taken, by the kind permission of 
the Canada Law Book Company, from the Dominion Law Reports. In 
each case reference is made to the volume of the Reports where the 
full judgment may be found. It should be kept in mind that the 
decisions given may not in every case be final.] 

Taxes—Business assessment—Premises occupied for dis- 
tribution of premiums—Retailer or manufacturer 


(re Lever Brothers Ltd.) 
Ontario Court of Appeal 

In order to decide the classification of a business for 
purposes of business assessment under s. 8 of the Assess- 
ment Act, R.S.O. 1937, c. 272, it is necessary to determine 
the real character of the business for the purpose of which 
the land is occupied or used, and it may be necessary in 
some cases to look beyond the activities upon the premises 
to ascertain the real character of the business. 

As part of an advertising plan to promote the sale of its 
soap a soap manufacturing company operated a so-called 
“Free Gift Store” in separate premises in which various 
merchandise was distributed as premiums in exchange for 
coupons contained in its soap. 

Held, the business carried on in such premises was part 
of the company’s manufacturing business, and it must be 
assessed as such under s. 8(1)(e). To classify it as a retail 
business would be to ignore its real character.—[1942] 3 
D.L.R. 468. 


Succession duties—Shares in foreign company 
(re Russell) 
Ontario Supreme Court 

The transfer agent in Ontario of a Quebec company can- 
not require, as a condition precedent to the transfer of 
shares, the filing of a consent from the Quebec Succession 
Duty Department when there is no liability for succession 
duty in Quebec. No succession duty is payable in Quebec 
on shares of such company owned by a person who died 
domiciled in Ontario having in that Province the certificates 
endorsed in blank, and the company cannot impose a condi- 
tion on transfer in Ontario which is not imposed by law, 
even in obedience to the dictates of a taxing department in 
Quebec.—[1942] 3 D.L.R. 668. 
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PROVINCIAL NEWS 
QUEBEC 
George Findlay Duncan Reported Missing 


The Society of Chartered Accountants of the Province 
of Quebec has learned with deep concern that Lieutenant 
George Findlay Duncan, one of its young members who 
joined the Navy immediately after passing his final exam- 
ination in December 1939, is reported missing. Lieutenant 
Duncan, a member of the Royal Canadian Volunteer Re- 
serve, was in command of a small Royal Navy vessel “which 
did not return from offensive patrol in enemy waters on 
the night of 2nd October.” The bad news came upon the 
announcement that Lieutenant Duncan had been awarded 
the Distinguished Service Cross for good service in action 
with an E-boat. Lieutenant Duncan had been mentioned 
before in despatches for “leadership, coolness and skill in 
action against the enemy,” and he has been in command 
of a motor gunboat operating in the North Sea and the 
Straits of Dover and also has been gunnery officer of his 
flotilla. He is the son of George Duncan of Brome, Quebec 
and of the late Mrs. Duncan of Glasgow, and is a nephew 
of R. R. Thompson, Professor of Accounting, McGill Uni- 
versity. Lieutenant Duncan was educated at Westmount 
High School and McGill University, where he received the 
degree of Bachelor of Commerce. 

The members are proud of George Duncan, and join 
with his family in hoping for his safe return. 


* * * 


Income Tax Lectures 


The Quebec Society is pleased to announce that there 
is an attendance of between five and six hundred at the 
lectures on current income and excess profits taxes includ- 
ing references to the wartime salaries order, by A. W. Gil- 
mour, chartered accountant, of the Department of National 
Revenue, Montreal, which are being held in Moyse Hall, 
McGill University every Friday evening for six weeks. 
Copies of the notes which form the basis of the six lectures 
are available at the door or at the Society’s offices, 430 
Canada Cement Building, Montreal, at twenty-five cents 
each. 
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SASKATCHEWAN 

The Regina Chartered Accountants’ Club held the first 
regular supper meeting of the Fall and Winter Season at 
the Kitchener Hotel on Thursday evening, 29th October. 

A report on the activities of the past year was read and 
plans were made for the coming season. 

The following members were elected as officers for the 
ensuing year: President, L. C. Slater; Vice-President, O. L. 
Bicknell; Secretary-Treasurer, J. E. Rowsom; Executive 
members, T. E. Robinson and M. Jeffery. 

Regret was expressed by the members of the Club at 
the death in Toronto of Mr. A. H. Carr, Secretary-Treasurer 
of The Dominion Association of Chartered Accountants. 


PERSONALS 


Messrs. Winspear, Hamilton and Company, 205 C.P.R. 
Building, Edmonton, announce the admission to partner- 
ship of William Martin Anderson, B.Com., chartered ac- 
countant, formerly of Edmonton, and recently of Montreal. 
The firm will continue under the name of Winspear, Ham- 
ilton and Company. 

The firm of Jordan and Jordan, chartered accountants, 
197 Bay Street, Toronto, announces the admission to part- 

nership of Maxwell Goldhar, chartered accountant. 


OBITUARY 


The Late Edwin Peel 


The Society of Chartered Accountants of the 
Province of Quebec records with deep regret the 
passing of Edwin Peel on 31st October 1942 at the 
age of fifty-one, after a long illness. 

Admitted to membership in October 1918, the 
late Mr. Peel remained in the employ of Wilson, 
Ferrie & Co. for some years after passing his final 
examination, and later practised alone. He was for 
many years confined to the sanatorium at Ste. 
Agathe des Monts. 

To his family the members extend their deep 
sympathy. 
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STUDENTS’ DEPARTMENT 
R. G. H. SMAILS, C.A., Editor 


NOTES AND COMMENT 


The Students’ Department wishes to add its tribute to 
the memory. of the late A. H. Carr. Mr. Carr took a keen, 
critical but kindly interest in everything which appeared 
in these pages. We shall sorely miss him. 

* * ES 

Professor C. A. Ashley, stimulated as he says, by the 
writings of such men as J. B. Canning, DR Scott, and N. 
S. Buchanan, has undertaken the difficult and exciting task 
of explaining to the economist the mysteries of accounting. 
The greater part of his book! is necessarily occupied by ex- 
position of the technique of bookkeeping and accounting, 
but from an accountant’s viewpoint his discussion of the 
inevitable limitations of accounting and of the occasional 
prostitution of accounting to the whims of management are 
naturally the more interesting features. We feel inhibited 
from attempting a formal review of the book by the fact 
that the author in his acknowledgments lists us among 
those “who read the manuscript and made many useful 
criticisms and suggestions.” We can say, however, with 
complete propriety that the book is a fine example of the 
printers’ art and that in conciseness, lucidity and liveliness 
its content is in refreshing contrast to that of many of its 
contemporaries in the accounting field. Accountants may 
learn much about themselves and their work by attempting 
to explain them to others outside the charmed circle, and 
it would be a pity if this small volume were to be ignored 
by us because it is addressed to students of economics. 

Ea oe * 

Those who wish for an authoritative statement and ap- 
praisal of Canada’s war effort in the realm of finance could 
not do better than read the article by Dr. W. A. Mackin- 
tosh “Canadian War Financing” which appeared in The 
Journal of Political Economy for August last (Vol. L, Num- 


1C, A. Ashley, Introduction to Accounting for Students of Econ- 
omics, (University of Toronto Press, 1942. pp. 136. $1.50) 


438 





















STUDENTS’ DEPARTMENT 


ber 4, p. 481). The article constitutes a masterly summary 
and exposition of the results of the financial policies of 
the Dominion government from the outbreak of the war to 
midsummer of this year. Some of the statistics presented 
will be familiar to students in this field but others (and the 
tabulation of virtually all) were prepared specially for this 
article. Of intimate concern to the reader as taxpayer is 
a comparative table of income taxes to which various levels 
of income have been subjected by budgets from the last 
pre-war budget to that of June 1942. In the hope that 
most of our readers are in the $5,000 income group we quote 
the taxes for a single person in that group: Pre-war, $264; 
September, 1939, $300; June, 1940, $832; April, 1941, 
$1,333; June, 1942, $2,128 (of which $400 is refundable). 

Dr. Mackintosh concludes “The whole financial policy of 
the Dominion has been an attempt, first, to facilitate a de- 
sired expansion in production and national income and, 
_ second, by a combination of fiscal policy with direct control 
of supplies, real investment, prices, and incomes, to accomp- 
lish the necessary diversion to war production. The magni- 
tude of the task may be more vividly realized if it is re- 
called that the proposed Dominion expenditures for 1942-43 
—$3,900,000,000—are in excess of the estimate of national 
income paid out to individuals in 1938.” 

The article leaves us with the impression that Canada 
can feel justifiable pride in the accomplishment to date no 
matter how formidable may be the financial tasks which 


lie ahead. 
* * * 


STUDENTS’ ASSOCIATION NOTES 


PROVINCE OF QUEBEC 


The Chartered Accountants Students’ Society of the 
Province of Quebec is proud of Sergeant David Lloyd Hart, 
who has been decorated by His Majesty the King at Buck- 
ingham Palace in recognition of his bravery and coolness 
under fire and devotion to duty while serving with the 
Royal Canadian Corps of Signals in the Dieppe raid. Ac- 
cording to information received by his father, his two 
brothers, Captain Paul Hart, who is also a member of the 
Students’ Society, and Sergeant Eddie Hart, were with him 
when the King pinned the medal on his breast. 

Sergeant David Hart, first reported wounded and miss- 
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ing after the Dieppe raid in mid-August, was later found 
to be safe, and in a letter to his father said that it was a 
surprise to him that he had been awarded the Military 
Medal, The citation stated that Sergeant Hart was in 
charge of the wireless at headquarters of a Canadian in- 
fantry brigade on a landing craft and, despite the heavy 
shelling of the vessel and many casualties, he kept in touch 
with Force Headquarters throughout the operation making 
a material contribution to the success obtained. “His cool- 
ness under fire in the continuous performance of his duties 
made him a conspicuous example to his men,” it stated, 
adding that on returning to England Sergeant Hart had 
shown further devotion to duty by reorganizing his section 
and foregoing leave until his wounded superior officer had 
returned from hospital. Sergeant Hart did not even let his 
brothers know that he was to be decorated but they found 
out elsewhere and the two proudly escorted him to the 
Palace. 

Keep up the good work, Dave! Here’s hoping your next 
leave will be home to Canada, so that we can shake your 
hand. 


* * Xe 


The Quebec Students’ Society announces that no Smoker 
will be held in the month of December. The Executive 
Committee feel that it is far more important to keep up 
the morale of our one hundred and eighty-five students in 
the Forces. Christmas gifts of cigarettes are being sent 
to fifty-seven students known to be overseas, and one hund- 
red and eighteen are receiving THE CANADIAN CHARTERED 
AccounTANT while on active service. 


PROBLEMS AND SOLUTIONS 
THE PROVINCIAL INSTITUTES OF CHARTERED ACCOUNTANTS 


Solutions presented in this section are prepared by practising 
members of the several provincial Institutes and represent the per- 
sonal views and opinions of those members. They are designed not 
as models for submission to the examiner but rather as such discus- 
sion and explanation of the problem as will make its study of benefit 
to the student. Discussion of solutions presented is cordially invited. 
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PROBLEM I 
FINAL EXAMINATION, JUNE 1942 


Accounting II, Quéstion 1 (25 marks) 
A clothing company budgeted for the year ending 3lst March 
1942 as follows: 


Inventories at Ist April 1941,— 
Finished goods—1,500 suits at a standard cost of $12.00 
each based on estimated capacity production of 10,000 


ea Cea araree eras 4 CUR Aw wee Roeinwe as vis oesiewaek $ 18,000 
ee | ee 152,000 
Production—7,500 suits at estimated cost of $13.00 ...... 97,500 
Selling expenses (8,000 suits at $2.75) ................. 22,000 
Administration (8,000 suits at $2.25) .................. 18,000 
ame CEO GO GE OG) hic cickeccccsvccsesacecs 4,000 
Write down of closing inventory to reduce to the stand- 

SO ee MII oi. Gee's baie Wie 0ie:is 0 bbw ie ecsnieie alow s'eve 1,000 

At 31st March 1942 the books show actual results to be as follows: 
IO —O00U BENS GE BISDU secececcsviccscdesvececsses $166,500 
Production—8,400 suits at $12.50 ...................... 105,000 
I 5.655 5 kaya bes: S sian oe o)Ridwreieia seis bo-areiare 24,000 
EIN oes cor elecaic) ares 6% avane qiareiryre esiceces Nie arcane 20,000 
MIS oi chara 'a-0s pins saa ews ct cle OGieea od os a ME Re e eislale eb awle 4,250 


If the sales volume had been budgeted at 9,000 suits, the selling 
price per unit would have been estimated at $18.25, selling expenses 
at $23,000, administration expenses at $19,200, and financing at $4,500. 
Similarly if production had been budgeted at 8,400 suits the unit 
production cost would have been estimated at $12.75. 


Required: 
Prepare: (a) Comparative statement of budgeted and actual net profit; 
(b) Statement showing variances analyzed as to source. 


SOLUTION 
(a) A Clothing Company 


Comparative Statement of Budgeted and Actual Net Profit 
for the year ending 3lst March 1942 




















Excess of 
Budget Adjusted Budget Actual Actual-over 
Item Quantity $ Quantity $ Quantity $ Budget 
E> Seensuewse 8,000 152,000 9,000 164,250 9,000 166,500 14,500 
Cost of Sales 


Inventory ist 
April 1941 . 1,500 18,000 1,500 18,000 1,500 18,000 — 
Production ... 7,500 97,500 8,400 107,100 8,400 105,000 7,500 








9,000 115,500 9,900 125,100 9,900 123,000 7,500 


Less Inventory 
3lst March 1942 1,000 13,000 900 11,475 900 11,250 —1,750 





8,000 102,500 9,000 113,625 9,000 111,750 9,250 

















Gross Profit . 49,500 60,625 54,750 5,250 
Expenses 

SHURE ccoscs 22,000 23,000 24,000 2,000 

Administration 18,000 19,200 20,000 2,000 
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Financing 4,000 4,500 
Inventory 
write-down .. 1,000 675 








45,000 47,375 
Net Profit ..... 4,500 3,250 


(b) A Clothing Company 



























for the year ending 8lst March 1942 
























Net Variance 
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4,250 


450 





6,050 








Statement of Variances Between Budgeted and Actual Operations 


cost (1,000—900) x ($13.00—$12.00) .... 


$15,400 
1,550 


$16,950 


*Explanatory Note: The production variances (totalling $7,500) 
take up the difference between the budgeted cost and the actual cost 
per unit. No cost variance on closing inventories remains to be con- 
sidered. But the quantity of actual inventory is smaller than the 
quantity of budgeted inventory and both inventories have to be re 
duced from $13.00 per unit to the standard cost of $12.00 per unit. 


FINAL EXAMINATION, JUNE 1942 


Accounting II, Question 2 (20 marks) 
A company engaged in a job order manufacturing enterprise op- 


$16,950 





$16,950 










250 


—550 





1,550 


Variance 
Item Calculation Unfavorable Favorable 
Sales—volume (9,000 x $18.25)—(8,000 x $19.00) .. $12,250 
—price 9,000 ($18.60—$18.25) ............. 2,250 
Production—volume (7,500 x $13.00)—(8,400 x $12.75).. $ 9,600 
—cost 8,400 ($12.75—$12.50) ............ 2,100 
Selling—volume Pe eee 1,000 
—cost PP eee re 1,000 
Administration—volume ID sc 5s bia wes wee cance 1,200 
—cost SAD IO ROOD oo occ icccesesscceses 800 
Financing—volume REESE cutkkieuwesoassbun ens 500 
—cost ID Soo ao cwaeuee coe 250 
*Closing inventory—volume (900—1,000) x $18.00 .............. 1,300 
-—reduction to standard 
100 



















erates a factory which is divided into three departments called A. B 
and C respectively. All job orders pass through each of the depart- 
ments. The company is investigating methods of allocating indirect 
factory expense and submits the following estimates for the yearly 


period: 

Dept. A 
Se IED 5h Gio siccdGds wseasweecs $12,000 
MEN la in cde ea anes kaha es $ 3,000 
Indirect factory expemse ............. $ 6,000 
SRO, SON EE 6 bos cicise os ce viawies 8,000 
NR NR Gigs oa Skane Suu see eee 6,000 
Required: 


Dept. B 
$ 7,500 
$ 2,500 
$ 5,000 
4,000 
3,750 


Dept. C 
$ 6,000 
$ 4,000 
$ 3,000 
4,500 
4,000 


(a) Prepare a schedule illustrating the allocation of the indirect 


factory expense by the following methods: 
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(1) In proportion to prime cost 

(2) In proportion to direct labour cost 

(3) In proportion to direct labour hours 

(4) In proportion to machine hours. 

(b) Using the results obtained above show the cost under each 
method of a certain job for which you are given the following infor- 

















mation: 

Dept. A Dept. B Dept. C 
oe er rr ee $1.00 $2.00 $1.50 
Co | ivenawesevacas $1.60 $1.00 $1.35 
Drees, TMOG ROUTE 00.06 ccc cscccceves 5 2 3 
MS GIDE ook hoc eccccacsce Sep 4 6 

SOLUTION 
(a) Allocation of Indirect Factory Expense 
Item Dept. A Dept. B Dept. C 
Indirect factory expense ........ $ 6,000 $ 5,000 $ 3,000 
In proportion to prime cost 
RIE 55 5 bab seseeieseies $15,000 $10,000 $10,000 
Percentage of prime cost ..... 40% 50% 30% 
In proportion to direct labour cost 
Direct labour cost ........ coe § 8,000 $- 2,500 $ 4,000 
Percentage of direct labour ... 200% 200% 15% 
In proportion to direct labour hours 
Direct labour hours .......... 8,000 4,000 4,500 
Bw eee are $.75 $1.25 $.66% 
In proportion to machine hours 
REACHING HOUT 2.6. ccsccsccs 3 6,000 3,750 4,000 
Per machine hour ........... ‘ $1.00 $1.334 $.75 
(b) Cost of the Job Given 
Item Dept. A Dept. B Dept. C Total 
Direct material .. $1.00 $2.00 $1.50 $4.50 
Direct labour .... 1.60 1.00 1.35 3.95 
PTS CORE 2 .ccice 2.60 3.00 2.85 8.45 
Indirect factory 
expense 
Basis of prime cost 40% 1.04 50% 1.50 30% _ .855 3.395 
Total Cost .isss ji $3.64 $4.50 $3.705 $11:845 
Basis of direct ee eS 
labour cost .... 200% 3.20 200% 2.00 75% 1.0125 6.2125 
Total Cost -cecccce $5.80 $5.00 $3.8625 $14.6625 
Basis of direct A eee ee ee ee 
labour hours ... 5 3.75 2 2.50 3 2.00 8.25 
Total Cost ...... $6.35 $5.50 $4.85 $16.70 
Basis of machine 
WOOD isassaessc 6 6.00 4 5.3383 6 4.50 15.8333 
Total Cost ...050 $8.60 $8.3333 $7.35 $24.2833 
PROBLEM III 


FINAL EXAMINATION, JUNE 1942 
Accounting II, Question 4 (25 marks) 


You are required to forecast the monthly profit and loss and the 
balance sheet position at the end of a six months’ period of a company 
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selling greeting cards. The general ledger trial balance at 31st May 
1942 is as follows: 


Cash in bank 

Petty cash 

Accounts receivable 

Reserve for bad debts $ 1,500 
Stock on hand 

Commission advances to salesmen 

Furniture and equipment 

Reserve for depreciation 500 
Accounts payable 17,500 
Capital stock 15,000 
Surplus 10,600 


$45,100 $45,100 


Shipments, purchases and expenses are estimated to be as follows: 
General and 
Tavel- administra- 
ling tive 
Shipments Purchases expenses expenses 


$ 2,000 $1,000 


11,000 $100 1,000 
13,000 100 900 
8,000 100 800 


1,000 oar 800 
8,000 Sse 800 


Gross profit is to be calculated at 50% of shipments. 


Commission advances to salesmen represent 20% of sales and are 
estimated to amount to $4,000 at 30th November 1942. 


Provision is to be made for the following expenses in addition to 
those given above: 
Cash discounts equal to 2% of shipments 
Depreciation of furniture and equipment 10% per annum 
Bad debts—1% of shipments 
Advertising—$50 monthly. 


It is estimated that accounts receivable will be outstanding at 
30th November 1942 amounting to one-half the shipments for Sep- 
tember and October and all of the shipments for November, also that 
the accounts payable at 30th November 1942 will be the amount of 
purchases for November. 
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The Greeting Card Company Ltd. 


Budgeted Balance Sheet as at 30th November 1942 






































Cash in bank ... $ 9,160 Accounts payable. 
Petty cash ..... 100 Capital stock ... $15,000 
Accounts Receiv- PEED s-censsoes 25,415 
Bee. scses assis - $14,000 
Less: Reserve ... 2,270 11,730 
Stock on hand .. 22,500 
Commission ad- 
CR: ccncans 4,000 
Furniture etc. .. 1,500 
Less: Reserve .. 575 925 
$48,415 
Budgeted Ledger Accounts 
Cash in Bank 
Opening balance ........ $ 2,500 Accounts payable ....... 
Accounts receivable ..... 77,960 Expenses paid: 
Commissions .......... 
MIE. ous daceents 
TURTON ob sssceceecs 
AGVOTURIME. <2 6icccess 
Closing balance ......... 
$80,460 
SMD 6b iwabenasioewas $ 9,160 
Accounts receivable 
Opening balance ........ $16,500 Cash discounts .......... 
ES Gacewns sun ccsanscay. S0Ne SE Baious occas ences 
Closing balance ......... 
$93,500 
PMNS Stasis eoscane sees $14,000 
Accounts payable 
TER: csekee sukh-du Sedans $52,500 Opening balance ........ 
Closing balance ......... a eee 
$60,500 
NDS. 6s cass enlee oes 
Stock in hand 
Opening balance ........ $18,000 Cost of Sales ............ 
Accounts payable Closing balance ........ 
(purchases) .......... 43,000 








$61,000 











$ 8,000 
40,415 





$48,415 








$52,500 


12,900 
5,300 
300 
300 





71,300 
9,160 





$80,460 








$ 1,540 
77,960 
14,000 





$93,500 








$17,500 
43,000 





$60,500 
$ 8,000 








$38,500 
22,500 











